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system  as  compared  with  a state  monopoly,  but  was  limited  to  the  following  four  major 
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be  protected 
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should  remain  at  no  less  than  current  levels 

Prices  of  distilled  spirits  to  consumers  should  be  reduced 
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Distilled  spirits  or  spirits:  generic  term  comprising  whiskeys,  gin,  rum,  vodka,  brandies,  cordials 
and  liqueurs,  but  not  including  wine  or  beer 

Excise  tax:  a levy  imposed  on  the  value  (ad  valorem)  or  physical  volume  (gallonage)  of 
distilled  spirits  or  wines 

Gallonage  tax:  a levy  imposed  on  distilled  spirits  or  wines  entering  trade  channels  within 
a state  or  based  on  physical  volume  with  possible  modification  based  upon  proof 

Liquor:  includes  both  distilled  spirits  and  wine 

Multivariate  regression  analysis  (MRA):  a mathematical  technique,  used  in  this  study,  which 
attempts  to  isolate  those  variables  which  have  a statistically  significant  effect  on  liquor  sales 
in  order  that  predictive  models  (equations)  can  be  developed 

Off-premise  retailers:  retail  stores  which  sell  liquors  by  the  bottle  or  case  and  related  items 
to  the  consumer  for  off-premise  consumption  and  to  on-premise  licensees 

On-premise  licensees  or  dispensers:  bars,  restaurants,  clubs,  hotels  and  other  establishments 
serving  distilled  spirits,  wines  or  beers  to  guests  for  consumption  on  premises 

Package  stores:  see  "Off-premise  retailers" 

Privately-owned'  package  stores  or  wholesale  distributors  owned  and  operated  by  private 
interests  under  state  license  and  regulations 

State-owned:  package  stores  and/or  wholesale  distribution  owned  and  operated  by  the  State 
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This  section 
elsewhere  in 


SECTION  II 

EXECUTIVE  SUMMARY 


contains  a synopsis  of  the  findings  and  recommendations  which  are  detailed 
this  preliminary  report. 
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A.  FINDINGS 


1 .  Per  capita  sales  in  states  with  privately-owned  retailing  generally  exceed  those  where 
retailing  is  state-owned  (Page  25) 


An  analysis  of  pertinent  data  indicates  that  per  capita  retail  sales  volume  is 
higher  in  states  with  privately-owned  stores  than  those  which  are  state-owned.  This 
difference  may  be  principally  attributable  to  merchandising  techniques  under  private 
ownership. 

2.  Pennsylvania  appears  to  be  losing  liquor  sales  to  neighboring  states  (Page  25) 

Comparisons  involving  border  counties  of  neighboring  states  that  are  readily 
accessible  to  population  centers  in  Pennsylvania  imply  that  the  Commonwealth  is 
losing  sales  to  package  stores  in  those  states.  Thus,  the  Commonwealth's  income 
from  the  sale  of  distilled  spirits  is  probably  below  its  potential.  Recapture  of  this 
market  will  increase  the  Commonwealth's  sales  without  increasing  the  level  of 
consumption. 

3.  For  the  fiscal  year  ended  June  1972,  the  Commonwealth,  on  a restated  basis,  derived 
approximately  $150  million  from  liquor  operations  (Page  27) 

An  analysis  of  the  Board's  financial  report  for  the  year  ended  June  27,  1972, 
as  restated  for  the  reduction  in  wine  prices,  discloses  the  following  components 
of  net  income: 

Retail  operations 
Wholesale  operations 
Excise  tax 
Sales  tax 

* Enforcement  costs  (net  of 
license  fees  of  $8,819,000) 


* Not  including  beer  distributors 

4.  Present  PLCB  operating  costs  are  excessive  (Page  28) 


In  1971  PLCB  operating  costs  were  65%  higher  than  the  average  of  other 
state-ownership  states. 


$ 20,871,000 

34.303.000 

70.719.000 

27.989.000 

( 3,931,000) 

$149,951,000 
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In  the  ten  year  period  from  1963  to  1972,  sales  have  increased  by  45%  while 
expenses  have  increased  101%. 

B.  RECOMMENDATIONS 

1.  Package  stores  and/or  wholesaling  should  be  converted  to  private  ownership 
(Page  30) 


We  conclude  that,  with  varying  degrees  of  probability,  privately-owned  package 
stores  and/or  wholesaling  can  be  expected  to  achieve  the  established  objectives  of 
protection  of  the  rights  of  present  employees  of  the  Board,  maintenance  of  present 
Commonwealth  income,  reduced  prices  to  consumers  and  adequate  earnings  for 
investors. 

This  conclusion  is  supported  by  a series  of  analyses,  beginning  with  a 
multivariate  regression  analysis  of  sales  of  the  states,  to  determine  the  predictive 
value  of  variables  related  to  sales. 

The  results  of  the  analyses  indicate  that  there  is  a 90%  probability*  that  there 
will  be  an  increase  of  total  sales  in  excess  of  32%.  However,  it  should  be  noted 
that  only  one-third  of  this  value  is  attributable  to  changing  to  private  ownership 
of  package  stores.  The  remainder  of  the  increase  must  come  from  the 
Commonwealth  achieving  its  full  potential  under  current  conditions. 

The  objectives  of  the  maintenance  of  present  Commonwealth  income  and 
reduced  prices  to  consumers  are  dependent  upon  the  increased  level  of  sales  which 
can  be  attained.  The  other  two  objectives  can  be  met  without  regard  to  an  increase 
in  sales  volume. 


Although  there  is  a 95%  probability  that  the  increase  in  either  total  distilled  spirits  or  wine  sales  will 
be  in  excess  of  32%,  the  conservative  assumption  of  statistical  independence  is  made,  so  that  the  joint 
probability  that  distilled  spirits  and  wine  sales  will  both  exceed  32%  is  (0.95)  (0.95)  or  0.90.  Since 
there  is  obviously  some  degree  of  correlation  between  distilled  spirits  and  wine  sales,  the  true  probability 
lies  somewhere  in  the  range  of  0.90  to  0.95. 
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Based  upon  the  financial  projections,  which  appear  elsewhere  in  this  report, 
and  the  results  of  the  multivariate  regression  analysis  we  reach  the  following 
conclusions: 

a.  If  the  Commonwealth  divests  itself  of  retail  operations  but 
retains  the  wholesale  operations,  there  is  a better  than  90% 
probability  that  the  present  income  can  be  maintained  and 
prices  to  the  consumer  can  be  reduced. 

b If  the  Commonwealth  divests  itself  of  both  retail  and 
wholesale  operations,  there  is  only  a 20%  probability  that 
present  income  can  be  maintained  at  present  price  levels 
and  a 5%  probability  at  a 5%  reduction  of  prices  to  the 
consumer. 

The  sales  volume  increases  predicted  in  the  models  are  based  upon  a private 
enterprise  system  at  the  retail  level.  The  models  predict  no  sales  volume  increases 
attributable  to  privately-owned  wholesaling. 

As  shown  in  the  financial  exhibits,  a 52.3%  increase  in  retail  sales  would  be 
required  to  maintain  the  Commonwealth's  current  level  of  income  under  private 
ownership  of  retailing  and  wholesaling.  The  models  predict  only  a 20%  probability 
of  such  sales  increase.  A sales  increase  of  32.5%  would  result  in  a decrease  of 
$20  million  in  the  Commonwealth's  current  income  level. 

On  the  basis  of  this  economic  projection,  it  appears  advisable  for  the 
Commonwealth  to  convert  package  stores  to  private  ownership  while  retaining  the 
wholesaling  operations. 

2.  The  Commonwealth  should  sell  its  retail  assets  and  franchise  rights  (Page  34) 


We  recommend  that  the  Commonwealth  sell  the  existing  retail  stores  and 
franchise  rights. 

The  values  of  the  inventories  and  fixed  assets  are  readily  ascertainable.  However, 
the  value  of  goodwill  and  franchise  rights  is  dependent  upon  many  factors.  These 
include  sales  volume,  earnings,  potential  growth,  permissable  hours  of  operation, 
right  to  sell  beer  and  alcoholic  support  items,  competitive  situation  with  respect 
to  wine  sales  by  other  outlets,  limitations  on  the  number  of  package  store  licensees 
and  other  State  regulations. 
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Funds  realized  from  the  initial  sale  of  stores  and  franchise  rights  can  be 
estimated  only  in  very  broad  terms,  from  $ 100-million  to  $300-million  as 
summarized  below: 


Low  range 


High  range 


Store  inventories  at 

retailers'  estimated  cost  $ 52,800,000 

Fixed  assets  at  book  value  1,800,000 

Franchise  rights  and  goodwill  50,000,000 


$ 


52,800,000 

1,800,000 

250,000,000 


$104,600,000 


$304,600,000 


Suggestions,  requiring  further  study,  have  been  made  that  consideration  be  given 

to  the  following  in  connection  with  the  divestiture  of  the  stores: 

Sale  of  stores  at  public  auction  and  giving  preferential 
treatment  for  purchase  of  stores  to  present  State  Store 
employees  by  way  of  financing. 

Issuing  a second  license  to  each  successful  bidder  as  an 
added  inducement  (thus  doubling  the  number  of  retail 
outlets  in  the  Commonwealth) 

Increasing  the  number  of  package  stores.  Present 
accessibility  of  package  stores  is  erratic.  The  numbers  and 
locations  of  package  stores  have  not  kept  pace  with  the 
shifts  of  population  and  changes  in  the  markets.  Although 
a precise  determination  of  the  optimum  number  and 
location  of  package  stores  was  outside  the  scope  of  this 
study,  we  made  a preliminary  estimate  in  our  financial 
statements  and  projections.  Our  estimate  of  1500  package 
stores,  approximately  twice  the  present  number,  provides 
one  store  for  every  7,900  people  in  Pennsylvania's 
population  of  11,800,000  (1970  census),  a conservative 
ratio  when  compared  to  figures  of  most  other  states. 

Law  enforcement  activities  should  be  increased  at  the  State  level  (Page  35) 


Under  present  operations,  the  requirements  for  law  enforcement  are  met  in 
part  by  local  agencies.  Under  private  ownership  of  package  stores  (and  with  an 
increase  in  the  number  of  package  stores  as  suggested)  there  should  be  an  increase 
in  compliance  and  law  enforcement  activities.  Presently,  in  excess  of  60%  of  the 
receipts  from  license  fees  are  remitted  to  local  agencies. 
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4 Annual  license  fees  for  package  stores  should  be  established  (Page  36) 

Privately-owned  package  stores  should  be  subject  to  annual  license  fees.  The 
amount  of  such  annual  fees  should  be  based  upon  sales  volume 

5.  On-premise  dispensers  should  be  supplied  by  package  stores  (Page  39) 

The  State's  27,000  on-premise  dispensers  should  continue  to  be  supplied,  at 
a discount,  by  package  stores.  Many  on-premise  dispensers  purchase  less  than  full 
cases  of  individual  brands;  consequently,  servicing  them  from  warehouses  can  become 
particularly  burdensome. 

6.  The  present  excise  tax  should  be  revised  (Page  39) 

Under  the  present  system  in  which  the  Commonwealth  establishes  the  retail 
price  of  distilled  spirits  and  wines,  an  ad  valorem  excise  tax  is  feasible. 

However,  under  private  ownership  retail  prices  will  be  subject  to  fluctuation 
resulting  from  competition  and  economic  conditions.  Because  of  this,  the  present 
ad  valorem  tax  method  becomes  impracticable  and,  accordingly,  either  a gallonage 
tax  or  an  ad  valorem  tax,  based  on  wholesale  prices  which  would  yield  revenues 
comparable  to  existing  levels,  should  be  adopted, 

C.  FINANCIAL  PROJECTIONS 

1 . We  anticipate  an  increase  in  sales  under  privately-owned  retailing  (Page  41) 


Based  upon  the  multivariate  regression  analyses,  there  is  a 90%  probability  of 
achieving  at  least  32.5%  increase  in  total  sales,  assuming  achievement  of  the 
Commonwealth's  full  potential.  The  components  of  this  projected  increase  are: 

a.  21.2%  attributable  to  Pennsylvania's  historic  demographic 
underachievement  and  the  recovery  of  market  loss  to 
bordering  states,  and 

b.  11.3%  attributable  to  conversion  to  private  ownership, 
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However,  for  purposes  of  conservatism  and  because  there  is  likely  to  be  a 
transitional  lag  during  which  the  privately-owned  stores  obtain  operational  experience 
and  the  public  acquires  awareness  of  the  changes  in  operation,  we  have  illustrated 
sales  increases  of  20%  as  well  as  the  32.5%  in  the  financial  projections. 

2.  Privately-owned  retailing  and  State-owned  wholesaling  satisfy  the  two  objectives  of 
maintaining  the  Commonwealth's  income  and  reducing  the  price  to  the  consumer 
(Exhibits  C to  F,  pages  63  to  66) 


Under  divestiture  of  retailing  and  retention  of  wholesaling  the  Commonwealth 
can  maintain  its  present  level  of  annual  income  ($150,000,000)  with  the  following 
total  sales  increases  and  at  the  following  price  level  reductions  for  distilled  spirits, 
but  not  for  wines: 


Distilled  spirits 
price  level  reduction 


Total  sales  increase  to  maintain 
Commonwealth  income 


0 % 

2.5 

5 

10 


14.9% 

22.8 

32.2 

55.6 


3.  It  does  not  appear  economically  feasible  for  privately-owned  retailing  and 
privately-owned  wholesaling  to  maintain  Commonwealth  income  and  reduce  prices 
to  the  consumer  (Exhibits  G to  J,  Pages  67  to  70) 


In  order  to  maintain  annual  Commonwealth  income  and  reduce  prices  to  the 
consumer  under  this  alternative  the  following  total  sales  increases  would  be  required 
at  the  respective  price  reductions  for  distilled  spirits: 


Distilled  spirits 
price  level  reduction 


Total  sales  increase  to  maintain 
Commonwealth  income 


0 % 

2.5 

5 

10 


52.3% 

65.2 

80.2 
120.5 
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4 A 5%  decrease  in  the  retail  price  of  distilled  spirits  is  feasible  (Exhibits  D and  E, 
pages  64  and  65) 


If  the  State  achieves  a 20%  increase  in  sales  (attributable  to  reducing  out-of-state 
purchases  and  other  factors)  and  operates  wholesaling  only,  it  can  maintain  its  present 
income  with  a 2.5%  reduction  in  the  retail  selling  price  of  distilled  spirits.  Under 
the  assumptions  used  in  this  study,  this  reduction  will  be  absorbed  0.5%  by  the 
retailer  and  2.0%  by  the  State.  If  the  State  achieves  a 32  5%  increase,  a 5%  reduction 
in  the  retail  selling  price  of  distilled  spirits  is  feasible. 

5.  Adequate  profit  incentives  are  projected  for  investors  at  the  illustrated  sales  increase 
and  price  reduction  levels  (Exhibit  K,  page  71) 


The  Commonwealth's  projected  income  summaries  (Exhibits  C to  J,  pages  63 
to  70)  are  based  upon  the  attainment  of  gross  profits  for  retailers  and  wholesalers 
of  20%  and  12.2%,  respectively,  exclusive  of  sales  taxes.  These  margins  are 
sufficient  to  return  reasonable  profits  to  investors.  If  the  Commonwealth  permits 
the  sale  of  alcoholic  support  items,  profits  to  retailers  would  be  further  increased. 
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SECTION  III 


INTRODUCTION 


We  were  engaged  by  the  Pennsylvania  Liquor  Control  Board  to  evaluate  the 
feasibility  of  converting  the  present  State  Store  system  to  a licensed  private  enterprise  system. 

We  worked  with  the  staff  of  PLCB  and  reviewed  the  financial  and  statistical 
reports  prepared  by  that  office.  We  requested  and  received  additional  data  which  were  useful 
to  us  in  this  study.  We  visited  many  trade  associations,  talked  to  the  appropriate  staffs, 
reviewed  results  of  studies  and  received  statistical  reports.  We  also  reviewed  statistics  of 
Federal  and  State  Government  agencies  related  to  the  regulation  of  alcoholic  beverages 

To  measure  the  effects  of  divestiture  we  developed  a matrix  of  variables  and 
developed  computer  models  employing  the  statistical  technique  of  multivariate  regression 
analysis  (MRA),  which  is  a method  for  determining  how  variables  are  related  to  each  other, 

Briefly,  an  MRA  computer  program  determines  whether  or  not  each  variable, 
in  order  of  importance,  contributes  significantly  to  the  predictive  value  of  a regression  equation, 
or  model.  In  our  case,  it  purports  to  represent  the  relationships  between  the  variables  and 
the  per  capita  retail  sales  volumes  by  states.  Those  variables  that  fail  to  contribute  significantly 
to  the  predictive  value  of  the  model  are  rejected,  so  that  the  final  model  derived  from  a 
given  set  of  data  may  be  described  as  an  equation  comprising  a set  of  variables  with  high 
predictive  value  In  this  study,  we  considered  approximately  forty  variables,  fifteen  of  which 
proved  to  be  statistically  significant  in  relationship  to  sales  volume  of  distilled  spirits  and 
wines.  Section  X includes  a detailed  explanation  of  the  MRA  techniques  used,  variables 
employed  and  an  interpretation  of  the  results 

We  used  data  for  all  states  except  Alaska,  Hawaii,  New  Hampshire,  Nevada 
and  the  District  of  Columbia  These  were  omitted  because  of  special  factors  which  probably 
would  distort  the  analysis.  The  variables  of  privately-owned  states  were  processed  against 
the  model  to  verify  the  validity  of  the  model.  Pennsylvania  variables  were  processed  as  though 
Pennsylvania  were  a private-ownership  State.  Thus  the  projected  sales  volume  that  Pennsylvania 
would  have  achieved  under  this  concept  was  determined.  This  was  done  separately  for  distilled 
spirits  and  wines  Extensive  analyses  of  sales  statistics  related  to 

privately-owned  versus  state-owned  distribution  and  Pennsylvania's  relationship  to  them  were 
made. 


19 


Two  alternatives  to  the  present  system  were  considered: 


Private-ownership  (under  a licensing  system)  of  both 
package  stores  and  wholesale  distribution 

Private-ownership  of  package  stores  and  State-ownership  of 
wholesale  distribution. 

The  sales  projections  provided  by  the  MRA  computer  models  were  used  as 
a basis  for  the  financial  projections  of  operations  under  these  alternatives,  considering  various 
price  structures  and  sales  volumes.  Estimates  were  made  of  revenues  the  Commonwealth 
would  receive  from  sales  taxes,  excise  taxes,  income  taxes,  capital  stock  taxes,  licensing  fees 
and  operations,  where  applicable.  The  findings  and  recommendations,  and  the  bases  for  them, 
are  explained  in  detail  in  this  report. 
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SECTION  IV 


THE  ALTERNATIVES  CONSIDERED 

In  this  study  we  considered  three  alternatives  for  the  distribution  of  distilled 
spirits  and  wines: 

1 The  existing  State-owned  operations 

2.  Privately-owned  package  stores  with  state-owned  wholesaling 

3,  Privately-owned  package  stores  and  privately-owned  wholesaling 

A general  description  of  each  alternative  is  presented  in  the  following  paragraphs. 

1 , Existing  State-owned  operations 

The  Pennsylvania  Liquor  Control  Board  in  conducting  its  many  functions 
employs  a total  of  6 700  people  which  include  personnel  for  the  distribution  and 
sale  of  liquor  in  749  retail  stores  supported  by  five  warehouses.  Of  these  employees, 
5,000  are  permanent  and  the  remainder  temporary  The  sales  volume  for  the  fiscal 
year  ended  June  1972  approximated  a half  billion  dollars,  exclusive  of  sales  taxes, 
but  inclusive  of  excise  taxes  Of  this,  wme  accounts  for  about  17%  of  the  dollar 
volume  However,  wme  sales  constituted  over  40%  of  the  total  gallonage 

Of  the  749  retail  stores,  twenty  are  self-service  Sales  to  on-premise 
dispensers— such  as  restaurants,  bars,  clubs  and  hotels— -are  made  by  the  retail  stores 
at  a 16  67%  discount  from  established  retail  prices  The  present  legislation  prescribes 
retail  selling  prices  and  the  Board  sets  operating  policies  such  as  store  hours,  staffing 
requirements,  and  merchandising  techniques 

Currently,  Pennsylvania  is  experiencing  a 5.7%  yearly  growth  in  sales.  In  the 
future,  normal  population  growth  coupled  with  increased  disposable  family  incomes 
and  the  possible  lowering  of  the  legal  drinking  age  indicate  that  the  Commonwealth's 
sales  volume  will  increase,  facilities  will  be  expanded  to  maintain  the  present  level 
of  service  to  the  public,  and  additional  capital  investments  will  be  required 

2.  Privately  -owned  package  stores  with  State-owned  wholesaling: 

As  an  alternative  to  completely  state-owned  operations,  privately-owned  package 
stores  could  be  licensed  and  regulated  by  the  Commonwealth  to  sell  spirits  and 
wines  to  the  public  Other  states  regulate  many  aspects  of  retail  operations,  including 
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SECTION  V 


FINDINGS 


In  determining  the  feasibility  of  converting  from  the  present  State  Store  system 
to  a licensed  privately-owned  system,  demographic  data  for  Pennsylvania  were  reviewed  and 
compared  with  similar  data  for  other  states.  We  also  analyzed  the  income  Pennsylvania  derives 
from  its  liquor  operations  and  projected  the  income  under  private-ownership.  These  are  our 
major  findings: 

1.  Per  capita  sales  in  states  with  privately-owned  retailing  generally  exceed  those  where 

retailing  is  state-owned  

A comparison  of  private  and  state-ownership  states  indicates  a striking  difference 
in  per  capita  sales  volume,  which  creates  a presumption  that  privately-owned  package 
stores  attract  more  business  than  state-owned  package  stores.  Table  1 (page  26  ) 
compares  sales  volume  of  state-owned  stores  with  privately-owned  stores  for  the 
entire  United  States  as  well  as  Pennsylvania  and  its  neighboring  states. 

The  large  discrepancy  in  per  capita  sales  between  state-owned  and 
privately-owned  stores  is  apparently  related  to  many  factors  including  management, 
customer  service,  accessibility,  merchandising  techniques,  variety  of  brands  and  hours 
of  operation. 

2.  Pennsylvania  appears  to  be  losing  liquor  sales  to  neighboring  states 


Privately-owned  package  stores  in  neighboring  states  apparently  are  attracting 
customers  from  Pennsylvania.  The  effect  of  this  competition  on  Pennsylvania  sales 
is  somewhat  indicated  from  an  analysis  of  the  few  instances  where  data  is  available 
for  neighboring  states'  border  counties  which  are  readily  accessible  to  population 
centers  in  Pennsylvania.  Cecil  County,  Maryland  (borders  Chester,  Lancaster  and 
York  Counties  in  Pennsylvania)  had  per  capita  sales  of  5.47  gallons  of  distilled  spirits, 
and  Allegany  County,  Maryland  (borders  Somerset,  Bedford  and  Fulton  Counties 
in  Pennsylvania)  had  3.34  gallons  for  1971.  These  figures  are  well  above  the 
Maryland  average  of  2.34  gallons.  A similar  less  striking  situation  exists  in  New 
Jersey:  Camden  County's  per  capita  sales  were  2.47  gallons  in  1971,  and  Mercer 
County's  per  capita  sales  were  2.38  whereas  the  New  Jersey  state-wide  average  was 
2.25  gallons  of  distilled  spirits.  It  is  significant  to  note  that  the  overall  per  capita 
sales  figures  for  New  Jersey  are  believed  to  be  distorted  due  to  the  high  incidence 
of  tourism  in  the  seashore  resort  areas.  Figures  for  border  counties  in  Pennsylvania 
are  not  conclusive.  Although  Pennsylvania  has  per  capita  sales  of  1.39  gallons,  the 
sales  by  bordering  counties  are  as  follows: 
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TABLE  1 

PER  CAPITA  RETAIL  SALES  VOLUME  FOR  1971 


Distilled  Spirits 

Wines 

Percentage 

Percentage 

Area 

Gallons 

of  U.S. 

Gallons 

of  U.S. 

United  States  (all  states) 

1.86 

100.0% 

1.43 

100.0% 

United  States  - (privately-owned) 

2.01 

108.1 

1.60 

112.0 

United  States  - (state-owned) 

1.51 

81.2 

1.06 

74.2 

States  bordering  Pennsylvania 

Privately-owned 

Delaware 

2.96 

159.1 

1.08 

75.6 

Maryland 

2.34 

125.8 

1.30 

92.0 

New  Jersey 

2.25 

121.0 

1.96 

137.2 

New  York 

2.36 

126.9 

2.10 

147.0 

State-owned 

Ohio 

1.31 

70.4 

.98 

68.6 

Virginia 

1.68 

90.3 

1.07 

74.9 

West  Virginia 

1.26 

67.6 

.48 

33.6 

Pennsylvania  (State-owned) 

1.39 

74.7 

1.02 

71.4 

Source:  Distilled  Spirits  Institute. 
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Bordering  state 


Pennsylvania  County 


Per  capita  sales  in  gallons 


Delaware 

Chester 

1.25 

Maryland 

Adams 

0.56 

Bedford 

0.56 

Franklin 

0.56 

Fulton 

0.42 

Somerset 

0.70 

New  Jersey 

Bucks 

1.25 

Monroe 

2.36 

Montgomery 

1.81 

Philadelphia 

2.50 

Pike 

1.11 

New  York 

Bradford 

0.56 

Potter 

0.70 

Susquehanna 

0.70 

Warren 

0.83 

Ohio 

Allegheny 

1.67 

Crawford 

1.11 

Erie 

1.53 

Lawrence 

0.83 

Mercer 

0.83 

West  Virginia 

Greene 

0.70 

Pennsylvania  average  all  counties  1 .39 


We  believe  that  these  variances  are  attributable  to  the  demographics  of  the  respective  counties 
and  sales  losses  to  other  states. 


3.  For  the  fiscal  year  ended  June  1972,  the  Commonwealth,  on  a restated  basis,  derived 
approximately  $150  million  from  liquor  operations 


The  above  net  income  is  comprised  of  the  following: 


Retail  operations 
Wholesale  operations 
Excise  tax 
Sales  tax 

Enforcement  costs  (net  of 
license  fees  of  $8,819,000) 


$ 20,871,000 

34.303.000 

70.719.000 

27.989.000 

( 3,931,000) 


$149,951,000 


For  purposes  of  analysis,  the  Pennsylvania  Liquor  Control  Board  financial 
report  for  the  year  ended  June  27,  1972  was  recast  into  its  retailing,  wholesaling  and  tax 
revenue  components.  Figures  for  the  year  were  restated  to  portray  gross  profit  margins  in 
accordance  with  price  adjustments  effected  in  May  1972.  The  recasted  statement  is  shown 
on  page  62 . 
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We  examined  the  recommendations  of  the  Governor's  Review  (March  1972) 
with  respect  to  increasing  the  net  income  from  present  operations.  The  Committee  made 
recommendations  which  could  reduce  future  operating  costs  by  approximately  $5  million 
annually.  The  Committee  also  made  recommendations  with  respect  to  merchandising  activities. 
No  attempt  was  made  to  quantify  the  increased  profits  which  might  result  inasmuch  as  these 
recommendations  did  not  consider  two  of  the  objectives  of  our  study:  (1)  the  protection 
of  present  Board  employees  and  (2)  the  reduction  of  the  cost  of  distilled  spirits  to  the 
consumer. 

4.  Present  PLCB  operating  costs  are  excessive 

In  1971,  PLCB  operating  costs  were  65%  greater  than  the  average  of  the  other 
state-ownership  states  primarily  engaged  in  operating  state  stores.  In  fact, 
Pennsylvania  had  the  highest  cost,  expressed  as  a percentage  of  sales,  of  all  the 
states  noted. 

Pennsylvania  Cost  of  Store  Operations,  Administration,  etc. 
as  a percentage  of  sales  ........  14.0% 

Average  of  other  state-ownership  states  (primarily  engaged  in 
operating  retail  liquor  stores)  8.5% 

In  the  ten  year  period  1962/63  to  1971/72  sales  increased  45%  while  expenses 
increased  101%.  Sales  for  base  year  1962/63  were  adjusted  for  the  higher  1971/72 
emergency  tax  and  the  sales  tax  was  deleted  for  both  periods  for  comparison 


purposes. 

SALES  (000) 

EXPENSES 

1962/63 

$322,656 

$31,648 

1971/72 

$468,368 

$63,652 

% Increase 

45% 

101% 
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SECTION  VI 


RECOMMENDATIONS 


The  recommendations  contained  herein  are  derived  from  the  analyses  and 
projections  presented  in  other  sections  of  this  report 

The  following  are  the  principal  recommendations: 

Package  stores  should  be  converted  to  private  ownership 

The  Commonwealth  should  retain  the  wholesaling 
operations 

The  Commonwealth  should  sell  its  retail  assets  and  franchise 
rights 

Law  enforcement  activities  should  be  increased  at  the  state 
level 

The  number  of  package  stores  should  be  increased 
Annual  license  fees  for  package  stores  should  be  established 
On-premise  dispensers  should  be  supplied  by  package  stores 
The  present  excise  tax  should  be  revised. 

The  following  explains  the  rationale  underlying  each  of  the  foregoing 
recommendations. 

1.  Package  stores  should  be  converted  to  private  ownership 

Privately-owned  package  stores  should  achieve  the  established  objectives  of 
protecting  the  rights  of  the  present  employees  of  the  Board,  maintaining  the 
Commonwealth's  income  from  liquor  transactions,  reducing  prices  to  consumers  and 
providing  adequate  earnings  to  private  entrepreneurs.  Under  this  arrangement 
competitive  conditions  should  result  in  better  service  at  reduced  prices  to  the 
consumer  as  well  as  increased  sales.  The  loss  of  the  present  $21  million  net  income 
from  retail  operations  should  be  more  than  offset  by  increased  sales,  taxes  and  license 
fees. 
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This  conclusion  is  supported  by  a series  of  analyses,  beginning  with  the 
multivariate  regression  analysis  (MRA)  of  sales  volumes  by  state  to  determine  the 
predictive  value  of  variables  thought  to  be  factors  influencing  sales.  MRA  models 
were  derived,  tested  and  then  used  to  estimate  potential  per  capita  sales  volumes 
in  Pennsylvania.  At  a 90%  confidence  level,  this  potential  is  estimated,  on  the 
average,  to  be  at  least  32.5%*  above  total  current  sales  volume  per  capita  and  48.4% 
above  current  off-premise  sales  volume  per  capita. 

These  MRA  models  predict  Pennsylvania  sales  volume  on  the  basis  of  the  average 
experience  of  states  with  forty  years  of  private  ownership.  As  Pennsylvania's 
proposed  package  stores  will  be  under  new  private  management,  there  will  be  a 
transition  period  during  which  the  respective  stores  develop  their  potential. 
Accordingly,  in  view  of  this  and  for  purposes  of  conservatism,  a lower  level  of 
increased  sales  has  been  portrayed  in  the  financial  projections  along  with  the 
statistical  estimate  of  32.5%.  Comparisons  are  further  facilitated  by  projecting  sales 
volume  at  two  additional  levels:  present  sales  volume  remains  constant,  and  the 
sales  volume  increase  required  to  produce  the  present  total  income  to  the 
Commonwealth.  The  latter  is  considered  the  breakeven  sales  volume  for  the  proposed 
operations. 

Tables  2 and  3 demonstrate  that,  for  the  most  part,  prices  for  spirits  are 
substantially  higher  in  Pennsylvania  than  in  neighboring  states,  whereas  wine  prices 
are  less.  Our  financial  projections  demonstrate  the  feasibility  of  lower  prices  for 
distilled  spirits.  In  recognition  of  this  fact,  prices  are  reflected  at  three  levels  in 
addition  to  the  current  prices.  These  indicate  price  level  reductions  for  distilled 
spirits  of  2,5%,  5%  and  10%  from  preseut  prices.  Exhibits  C to  F,  pages  63  to 
66  , present  estimates  of  statewide  sales  potential,  reflecting  four  volume  levels 
at  each  of  four  price  levels. 


* Assumes  the  ratio  of  sales  of  wines  to  distilled  spirits  remains  constant. 
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PRICE  COMPARISONS  OF  DISTILLED  SPIRITS  (10  LARGEST  SELLERS) 
STATES  BORDERING  PENNSYLVANIA 
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Ail  prices  include  applicable  sales  taxes. 





PRICE  COMPARISON  OF  WINES  (10  LARGEST  SELLERS) 
STATES  BORDERING  PENNSYLVANIA 
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All  prices  include  applicable  sales  taxes. 


2.  The  Commonwealth  should  retain  the  wholesaling  operations 


In  distinct  contrast  to  retail  operations,  privately-owned  wholesaling  of  itself 
would  not  fulfill  all  the  desired  objectives  of  this  study.  Private  wholesalers 
competing  with  each  other  would  incur  selling  expenses  and  costs  of  duplicated 
activities  that  probably  could  not  be  overcome  by  operating  efficiencies. 

In  addition,  under  a private  wholesaling  concept  and  at  current  retail  price 
levels,  it  is  necessary  for  sales  volume  to  increase  52.3 % in  order  to  maintain  the 
present  level  of  Commonwealth  income.  Furthermore,  should  the  price  of  distilled 
spirits  be  reduced  by  5%,  the  accompanying  sales  volume  required  to  maintain  the 
Commonwealth's  current  level  of  income  is  80,2%.  These  percentages  of  increase 
are  considerably  higher  than  the  20%  conservative  estimate  used  in  our  projection 
and  the  32,5%  increase  projected  by  the  MRA  models.  Furthermore,  the  probabilities 
of  achieving  the  52,3%  and  80  2%  sales  increase  are  20%  and  5%,  respectively. 

Exhibits  G to  J project  Commonwealth  income  under  privately-owned 
retailing  and  privately-owned  wholesaling,  A sales  increase  of  32.5%  would  result 
in  a decrease  of  $20  million  in  the  Commonwealth's  current  income  level.  A sales 
increase  of  20%  would  result  in  a $33  million  reduction  in  income. 

To  bring  income  to  its  present  levels,  under  private  wholesaling,  the  excise 
tax  would  have  to  be  increased  from  its  present  level  of  18%  to  approximately 
26%.  This  action  would  result  in  increased  retail  prices. 

Exhibit  L portrays  projected  profits  for  wholesalers  at  various  sales  volumes. 

3.  The  Commonwealth  should  sell  its  retail  assets  and  franchise  rights 


If  the  foregoing  recommendations  1 and  2 are  adopted,  the  value  of  the  assets, 
goodwill  and  franchises  at  each  location  should  be  determined. 

State  stores  are  now  closed  on  certain  holidays  when  other  retail  stores  are 
open  for  business.  Hours  of  operation  for  private  retailers  are  generally  longer  than 
for  State  stores.  To  the  extent  that  private  package  stores  may  be  permitted  to 
follow  the  hours  of  other  retailers,  store  sales  and  earnings  can  be  expected  to 
increase  with  resultant  increases  in  income  to  the  State. 
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Additionally,  permission  to  sell  beer  would  obviously  enhance  the  earning  power 
of  a package  store,  while  competition  from  supermarkets  and  food  stores  in  the 
sale  of  wines  would  have  an  adverse  effect.  These  and  other  factors  to  be  determined 
by  the  Commonwealth  can  substantially  affect  not  only  the  earnings  of  package 
stores  but  the  State's  income.  Our  projections  did  not  consider  the  effects  of  the 
sale  of  beer  by  package  stores  or  wines  by  food  stores. 

Since  earning  capacity  is  a principal  determinant  of  the  value  of  a business 
enterprise,  and  since  wide  differences  in  earning  capacity  will  result  from  differences 
in  regulation,  it  follows  that  a preliminary  estimate  of  the  Commonwealth's  potential 
realization  from  the  initial  sale  of  retail  stores  can  only  be  made  in  a broad  range 
of  values.  This  range  is  estimated  at  from  $ 100-million  to  $300-million,  as  developed 
in  Section  IX,  Divestiture  of  State  Stores. 

4.  Law  enforcement  activities  should  be  increased  at  the  State  level 


Under  the  present  State  operation  of  retailing  and  wholesaling,  law  enforcement 
is  met  in  great  measure  by  local  agencies  with  financial  assistance  from  the 
Commonwealth.  If,  in  accordance  with  our  recommendations,  retailing  is  transferred 
to  privately-owned  package  stores,  adequate  supervision  and  control  of  the  sale  of 
liquor  in  Pennsylvania  will  demand  an  increase  in  expenditures  for  law  enforcement 
and  compliance  activities.  Furthermore,  if,  contrary  to  our  recommendations, 
wholesaling  is  also  to  be  transferred  to  private  ownership,  adequate  supervision  and 
control  of  the  distribution  of  liquor  in  Pennsylvania  will  demand  even  additional 
increase  in  expenditures  for  law  enforcement,  primarily  at  the  State  level. 

While  an  analysis  of  law  enforcement  requirements  under  various  circumstances 
is  beyond  the  scope  of  this  study,  rough  estimates  of  additional  expenditures  under 
private  ownership  of  package  stores  and  wholesaling  operations  have  been  included 
in  Exhibits  C to  J,  pages  63  to  70  , to  present  as  fair  a picture  of  the  total 
situation  as  can  be  attempted  within  the  constraints  the  study  itself  imposes. 

5.  The  number  of  package  stores  should  be  increased 


Accessibility  of  package  stores  is  variable,  a situation  that  is  not  capable  of 
complete  resolution  to  everyone's  satisfaction  Nevertheless,  there  is  an  apparent 
need  for  additional  stores;  and  it  can  be  safely  assumed  that  under  a system  of 
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private-ownership,  prospective  licensees  will  come  forward  seeking  to  open  new 
outlets.  Indeed,  this  expectation  becomes  part  of  the  larger  expectation  for  improved 
customer  service;  for  accessibility  is  clearly  related  to  service  to  the  public. 

While  a precise  determination  of  the  optimum  number  or  location  of  package 
stores  would  be  premature  if  undertaken  now,  and  the  scope  of  this  study  does 
not  call  for  such  a determination,  a preliminary  estimate  is  employed  in  the  financial 
statements  and  projections  for  package  stores  in  Exhibit  K,  page  71  The  preliminary 
figure  is  1,500,  approximately  twice  the  749  stores  now  operated  by  the 
Commonwealth 

The  estimate  of  1,500  package  stores  throughout  Pennsylvania  is  considered 
to  be  a reasonable  number,  in  view  of  the  projected  sales  volumes.  Estimated 
statewide  sales  on  the  order  of  $450  million  to  $600  million  will  provide  an  average 
of  $300,000  to  $400,000  in  sales  for  each  of  the  1,500  package  stores.  The  net 
incomes  projected  on  this  basis  for  stores  in  Exhibit  K,  page  71  , are  considered 
equitable.  A total  of  1,500  stores  also  provides  one  store  per  7,900  people  for 
Pennsylvania's  population  of  11,800,000.  This  is  reasonable  when  compared  to  the 
statistics  for  other  states  (Table  4,  page  37). 

6.  Annual  license  fees  for  package  stores  should  be  established 


Privately-owned  package  stores  would  be  expected  to  pay  to  the  Commonwealth 
an  annual  license  fee.  It  is  recommended  that  the  annual  license  fee  be  based  on 
sales  volume.  For  example,  at  an  assumed  rate  of  four-tenths  of  one  per  cent  of 
sales,  the  average  package  store  would  pay  between  $1,200  and  $1,600  a year  on 
sales  of  $300,000  to  $400,000.  If  the  practices  of  neighboring  states  are  followed, 
a maximum  and  minimum  fee  may  be  established.  In  such  case,  the  maximum 
suggested  is  $2,000  and  the  minimum  $400  In  the  financial  projections 
contemplated  license  fees  from  package  stores  are  added  to  fees  now  being  collected 
from  on-premise  licensees  (Exhibits  C to  F,  pages  63  to  66  ). 
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TABLE  4 


POPULATION  PER  PACKAGE  STORE  ALL  STATES 

1971 


Private-ownership  states  State-ownership  states 


Alaska 

921 

Alabama 

30,252 

Arizona 

798 

Idaho 

6,256 

Arkansas 

3,096 

Iowa 

14,332 

California 

1,912 

Maine 

11,398 

Colorado 

2,276 

Michigan 

3,653 

Connecticut 

1,448 

Mississippi 

4,373 

Delaware 

1,965 

Montana 

4,751 

District  of  Columbia 

1,981 

New  Hampshire 

12,915 

Florida 

1,574 

North  Carolina 

16,441 

Georgia 

3,823 

Ohio 

28,665 

Hawaii 

1,448 

Oregon 

11,792 

Illinois 

606 

Pennsylvania 

15,966 

Indiana 

1,200 

Utah 

12,348 

Kansas 

2,073 

Vermont 

7,508 

Kentucky 

3,521 

Virginia 

19,399 

Louisiana 

514 

Washington 

12,588 

Maryland 

1,092 

West  Virginia 

1 1,918 

Massachusetts 

2,829 

Wyoming 

589 

Minnesota 

2,466 

Missouri 

1,620 

Average 

9,324 

Nebraska 

722 

Nevada 

644 

New  Jersey 

669 

New  Mexico 

809 

New  York 

3,627 

North  Dakota 

616 

Oklahoma 

3,226 

Rhode  Island 

2,909 

South  Carolina 

2,717 

South  Dakota 

1,192 

Tennessee 

8,986 

Texas 

3,865 

Wisconsin 

3,222 

Average  1,5 14 
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7.  On-premise  dispensers  should  be  supplied  by  package  stores 


The  state's  27,000  on-premise  dispensers  should  continue  to  be  supplied  by 
package  stores  at  below  retail  prices.  With  many  on-premise  dispensers  purchasing 
less  than  full  cases  of  individual  brands,  servicing  them  from  warehouses  becomes 
particularly  burdensome  and  costly. 

The  present  practice  is  for  Pennsylvania's  stores  to  sell  to  on-premise  dispensers 
at  a discount  of  16  67%  from  established  retail  prices 

8.  The  present  excise  tax  should  be  revised 


Under  the  present  system  in  which  the  Commonwealth  establishes  the  retail 
price  of  distilled  spirits  and  wines,  an  ad  valorem  excise  tax  is  feasible. 

Retail  prices  under  private-ownership  will  be  subject  to  fluctuation  brought 
about  by  competition  and  economic  conditions.  Because  of  this  the  present  ad 
valorem  tax  method  becomes  impracticable  and  accordingly  we  recommend  that 
either  a gallonage  tax  or  an  ad  valorem  tax  based  on  wholesale  prices,  which  would 
yield  revenues  comparable  to  the  present  tax  structure,  be  adopted 

An  average  tax  per  gallon  has  been  calculated  for  wines  and  for  spirits.  This 
average  rate  per  gallon  is  $ 97  for  wine  In  addition,  the  average  rate  per  gallon 
for  spirits  is  calculated  for  each  price  level  of  spirits,  in  lieu  of  the  present  ad  valorem 
assessment.  The  average  rate  per  gallon  is  calculated  to  be  $3  51  for  current  volume 
and  price  levels  and  within  the  range  of  rates  levied  by  other  states  as  indicated 
in  Table  5,  These  gallonage  rates  are  approximately  equivalent  to  the  present  18% 
excise  tax. 


9 Allow  drop  shipments  from  distillers  under  certain  circumstances 


In  order  to  increase  the  selection  of  brands  and  sizes  within  the  Commonwealth, 
it  would  be  advantageous  for  the  Commonwealth  to  allow  drop  shipments  from 
distillers  to  retailers.  Under  this  concept,  the  state  would  still  earn  its  normal 
mark-up  and  excise  tax  This  principle  would  only  apply  to  those  items  where 
it  would  not  pay  the  Commonwealth  to  handle  them  on  a statewide  basis.  Included 
in  these  items  would  be  private  branded  merchandise,  miniatures,  special  packaging, 
etc. 
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TABLE  5 


SPIRITS  AND  WINES  TAX  RATES 
LICENSE  STATES 
1972 


State 


Gallonage  rate 


Other 


Spirits 

Wine 

Alaska 

$4  00 

$ 60 

Arizona 

2 00 

$ 42  to  2 00 

Arkansas 

2.50 

$ 75 

3%  retail  tax 

California 

2 00 

$ 01  to  30 

Colorado 

1 80 

$ 20  to  30 

Connecticut 

2 50 

$ 25  to  625 

Delaware 

2.25 

$ 80 

District  of  Columbia 

2 00 

$.15  to  ,45 

Florida 

3 75 

$.15  to  2 30 

Georgia 

Hawaii 

3-75 

$.40  to  2,50 

20%  of  wholesale  price 

Illinois 

2 00 

$.23  to  60 

Indiana 

2 08 

$ 40  to  2 00 

Kansas 

1 50 

$,20  to  50 

Kentucky 

1.92 

$ 50 

$ 05  case  tax 

Louisiana 

2 50 

$ 11  to  1 58 

Maryland 

1 50 

$ 40 

Massachusetts 

3 363 

$40  to  2 95 

Minnesota 

4 53 

$ 24  to  2 70 

Missouri 

2 00 

$ 30 

Nebraska 

2 00 

$ 75 

Nevada 

1 90 

$ 30  to  1 90 

New  Jersey 

2 80 

$ 30 

New  Mexico 

1 50 

$.40 

.5%  of  wholesaler  receipts 

New  York 

3.25 

$ 10  to  535 

North  Dakota 

2 50 

$ 50  to  1 00 

Oklahoma 

4 00 

$ 50  to  1 .50 

Pennsylvania 

3 51 

$-97 

Rhode  Island 

2 50 

$ 40  to  50 

South  Carolina 

2-72 

$1  50  wholesale  and 
$2  50  retail  case  tax 

South  Dakota 

3 05 

$ 30  to  1 40 

Tennessee 

4 00 

$1  10 

$ 1 5 additional  per  case 

Texas 

2.00 

$ 34  to  43 

Wisconsin 

2,60 

$ 195  to  39 

Average  state 

$2  61 

* Approximate  converted  rate 


Source:  Tax  Council  of  The  Alcoholic  Beverage  Industries, 
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FINANCIAL  ESTIMATES  AND  PROJECTIONS 


40 


SECTION  VII 


FINANCIAL  ESTIMATES  AND  PROJECTIONS 


In  this  section,  financial  estimates,  projections,  and  analyses  are  presented  in 
support  of  the  preceding  recommendations  and  financial  estimates. 

It  is  important  to  note  that  the  three  alternatives  for  future  operations 
previously  discussed  in  this  report  (i.  e.,  retention  of  the  present  State  Store  system:  conversion 
of  the  present  state-owned  operations  to  privately-owned  package  stores  and  wholesaling 
operations;  and  privately-owned  package  stores  and  state-owned  wholesaling  operations)  yield 
varying  income  components  and  total  income  to  the  Commonwealth.  Table  6,  (Page  42), 
shows  the  components  available  under  each  of  the  alternatives. 

Even  though  some  of  the  components  are  applicable  to  each  of  the  three 
alternatives,  their  relative  values  can  be  significantly  different  for  each. 

As  additional  information,  the  present  components  of  the  retail  sales  dollar 
are  presented  in  Table  7,  (Page  43). 

A.  INTRODUCTION 


When  Pennsylvania  data  are  applied  to  the  multivariate  regression  analysis  model 
to  estimate  the  potential  per  capita  sales  volume  of  distilled  spirits,  a conservative  estimate 
of  that  potential  shows  an  increase  of  about  32.5%  on  transferring  package  stores  to 
private  ownership.  In  statistician's  terminology,  the  probability  is  95%,  on  the  avarage, 
that  an  increase  of  at  least  32.5%  will  be  achieved.  Similarly,  the  increase  in  per  capita 
sales  volume  of  wines  is  conservatively  estimated  at  32,2%,  The  probability  is  90%  that, 
on  the  average,  increases  of  at  least  32,5%  will  be  achieved  for  both  spirits  and  wines 

However,  while  increases  on  the  order  of  32,5%  are  indicated  by  the  multivariate 
regression  analyses  of  per  capita  sales  volumes,  these  MRA  predictions  for  Pennsylvania 
are  based  on  the  average  experience  of  states  with  forty  years  of  private  ownership  of 
package  stores.  Inasmuch  as  Pennsylvania's  package  stores  will  be  newly  licensed,  there 
is  likely  to  be  a transition  lag  during  the  initial  development  period.  Furthermore,  the 
achievement  of  volume  increases  will  depend  on  the  implementation  of  all  those  changes 
that  are  presumed  to  follow  as  a consequence  of  conversion  to  private  ownership.  There 
is  also  a time  lapse  between  the  introduction  of  services  to  customers  by  a retailer  and 
awareness  of  those  services  by  the  public. 
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TABLE  6 


INCOME  COMPONENTS  AVAILABLE  TO  COMMONWEALTH 


Components 

Present 

system 

Privately-owned 
retailing  and 
wholesaling 

Privately-owned 
retailing  and 
state-owned 
wholesaling 

Sales  tax 

X 

X 

X 

Excise  tax  (ad  valorem  or 
gallonage) 

X 

X 

X 

Income  and  capital  stock 
taxes 

X 

X 

License  fees  (Note) 

X 

X 

X 

Profit  from  retailing  operations 

X 

Profit  from  wholesaling  operations 

X 

X 

Note: 


License  fees  are  now  being  collected  from  on-premise  dispensers  of  liquor.  Under 
the  various  alternatives,  additional  license  fees  from  package  stores  and/or  wholesalers 
would  result  in  added  income  to  the  Commonwealth. 


TABLE  7 


RETAIL  PRICE  COMPONENTS  - DISTILLED  SPIRITS 
COMMONWEALTH  OF  PENNSYLVANIA 


From  a hypothetical  sales  price  of 


Percentage 


5.8% 


14.5 


25.9 


53  8 


100.0% 
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These  uncertanties  surrounding  retailer  implementation,  public  acceptance  and 
customer  response  make  it  advisable  to  adjust  estimates  downward  to  more  conservative 
levels  For  illustrative  purposes,  results  of  increased  sales  volumes  of  20%  are  developed 
and  presented  together  with  the  results  of  a 32  5%  increase  Additionally,  results  are 
included  at  no  increase  in  sales  volume  and  at  volumes  that  project  no  change  in  income 
to  the  Commonwealth  (referred  to  as  the  break-even  point)  at  various  price  levels  The 
last  two  sets  of  data  permit  useful  comparisons  to  be  made 

In  explaining  the  advantages  that  private  ownership  of  package  stores  manifests 
over  state  ownership,  a presumption  arises  that  such  factors  as  improved  customer  service 
and  market  orientation  make  significant  contributions  Owner-managers  with  a financial 
interest  in  their  business  are  expected  to  seek  and  implement  legitimate  methods  for 
attracting  customers  to  their  stores 

The  projections  provide  the  following  significant  indications; 

1 With  no  change  in  the  retail  price  of  distilled  spirits  an  increase  of  only  14  9% 
in  sales  is  required  for  the  Commonwealth  to  maintain  its  present  income  under  the 
privately-owned  package  store,  state-owned  wholesaling  concept  (Exhibit  C,  page  63) 

2.  With  no  change  in  the  retail  price  of  distilled  spirits,  the  increase  in  sales  required 
to  break  even  under  a complete  private  enterprise  system  (package  stores  and  wholesaling) 
is  52  3%  (Exhibit  G,  page  67) 

3,  A 5%  reduction  of  the  retail  price  of  distilled  spirits  coupled  with  a 32  5%  increase 
in  sales  provides  break-even  revenue  to  the  Commonwealth  (Exhibit  E,  page  65) 

B RETAIL  OPERATIONS  - ESTIMATES  AND  PROJECTIONS 

This  section  contains  estimates  and  projections  related  to  privately-owned  stores. 
These  projections  are  offered  to  illustrate  the  results  of  operations  of  an  average 
privately-owned  package  store  The  various  operating  figures  also  serve  as  the  basis  for 
calculating  taxes  and  other  sources  of  income  for  the  Commonwealth 
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Statewide  sales  are  apportioned  to  1,500  retail  stores,  roughly  twice  the  present 
number,  because  an  increase  of  locations  is  deemed  to  be  desirable  for  better  service 
to  the  public,  the  contemplated  increased  volumes  justify  an  increase  and  it  is  proposed 
that  as  an  inducement,  each  purchaser  of  an  existent  store  receive  a license  for  a second 
location.  It  is  possible  that  doubling  the  number  of  licenses  may  reduce  the  value  of 
the  current  stores  However,  the  repercussions  of  giving  a free  license  for  every  one 
sold  should  be  analyzed  via  a market  study 

Exhibit  K,  (page  71),  projects  the  results  of  privately-owned  retail  operations 
at  varying  levels  of  sales  volume  The  various  operating  results  indicate  a reasonable 
profit  to  the  investor  and  serve  as  a basis  for  calculating  taxes  and  other  sources  of 
income  to  the  Commonwealth 

These  projections  are  based  upon  the  following  assumptions: 

1,  The  number  of  existing  stores  would  be  increased  from  749  to  1,500, 

2,  Sales  to  on-premise  licensees  would  be  made  by  the  new  package  stores.  The  package 
stores  would  offer  a discount  to  on-premise  customers  and,  possibly,  delivery 
Delivery  services  are  not  presently  supplied  by  the  Board 

3,  A reasonable  average  retail  sales  gross  profit  margin  is  20%  for  liquor 

4 Operating  cost  ratios  will  approximate  those  stated  m Table  8,  (page  46) 

5.  Sales  of  beer  are  not  reflected  in  the  computations  of  store  incomes.  However, 
it  should  be  noted  that  net  profit  will  be  considerably  higher  if  beer  sales  are 
permitted  in  package  stores 

C WHOLESALE  OPERATIONS  ESTIMATES  AND  PROJECTIONS 


Although  the  conversion  of  package  stores  to  private  ownership  is 
recommended,  economic  factors  militate  against  private  ownership  of  the  wholesale 
segment  of  the  liquor  industry  in  Pennsylvania  at  the  present  time 
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Based  on  these  assumptions,  Pennsylvania's  retail  liquor  outlets  will  have  the 
following  operating  ratios: 


TABLE  8 

PENNSYLVANIA  PACKAGE  STORES  - PRIVATE  OWNERSHIP 
ESTIMATED  OPERATING  RATIOS 


SALES  MIX 


Sales 

Discount  to  on-premise  licensees 
Net  sales 
Merchandise  cost 
Gross  profit 
Operating  expenses: 

Selling  and  delivery 
Lease  and  rental 
General  and  administrative 
Total  operating  expenses 


{12.2%) 


Retail 

100.0% 


100.0 

80.0 

20.0 


(27.8%) 

Sales  to 
on-premise 
licensees 


120,0% 
20.0 
100,0 
96  0 
4 0 


6.2 

1.5 

4.1  1_0 

11.8  1,0 


Profit  before  income  taxes,  officers'  salaries, 
depreciation  and  amortization,  alcoholic 

support  items  8.2  3 0% 


Gross  profit,  alcoholic  support  items  1.5 


Profit  before  income  taxes,  officers'  salaries, 

depreciation  and  amortization  9,7% 
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In  a competitive  system,  wholesalers  perceive  a need  to  spend  substantial  sums 
on  selling  activities.  In  the  following  table,  selling  expenses  represent  38%  of  all  expenses 
incurred  in  operating  a wholesale  liquor  business.  By  contrast,  a state  monopoly  is  not 
called  on  to  expend  much  effort  in  generating  sales  orders;  its  costs  are  lower  by  the 
full  amount  of  private  wholesalers'  expenditures  in  competing  with  each  other  for  sales. 


LIQUOR  WHOLESALER'S  EXPENSE  RATIOS 
(Allocated  to  Categories) 


% Expenses 

% Sales 

Selling 

38% 

4.0% 

Warehousing,  delivery  and  occupancy 

29 

3.0 

Administrative 

28 

2.9 

Other 

5 

0.5 

100% 

10.4% 

Source:  1971  Annual  Operations  Survey  of  Wine  and  Spirits  Wholesalers 

Additionally,  competitive  private  wholesalers  would  be  making  separate 
deliveries  to  the  1,500  package  stores  plus  27,000  on-premise  dispensers,  duplicating 
facilities,  effort  and  organization.  Processing  of  fragmented  retailer  orders  would  add 
substantially  to  the  total  cost  of  wholesale  operations  in  the  State.  In  short,  a competitive 
system  would  demand  additional  expenditures  of  effort  in  selling,  warehousing,  delivery, 
office  and  administrative  activities.  Close  attention  to  efficiency  would  probably  not 
be  able  to  fully  offset  these  increased  costs. 

Income  to  the  Commonwealth  from  state-owned  wholesaling  operations  is 
estimated  in  Exhibit  C through  F (Pages  63  to  66)  on  the  basis  of  the  present  wholesaling 
profit  levels.  If  Pennsylvania  were  to  convert  its  wholesaling  to  private  ownership,  this 
profit  margin  (estimated  at  12.2%  for  private  wholesalers)  would  go  to  the  new  owners 
to  cover  their  expenses  and  provide  an  adequate  net  income.  The  Commonwealth  would 
receive  only  license  fees,  estimated  at  $240,000  ($6,000  each  from  40  wholesalers),  a 
fraction  of  Commonwealth  income  otherwise  obtainable  from  state  ownership  of 
wholesaling  operations.  Wholesaling  operations  presently  yield  the  Commonwealth 
$34,000,000. 
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It  should  be  noted  that  in  addition  to  the  income  available  to  the 
Commonwealth  as  mentioned  above,  alternative  revenues  may  be  obtained  through 
divestiture  of  the  wholesaling  operation.  However,  since  this  alternative  is  less  desirable 
from  the  viewpoint  of  income  available  to  the  Commonwealth,  it  is  not  emphasized  within 
this  report. 

If  the  Commonwealth  were  to  attempt  to  recapture  the  lost  income  by 
increasing  the  rate  of  excise  taxes,  this  would  have  to  be  passed  on  to  consumers,  thereby 
creating  a new  dilemma  On  the  one  hand,  to  the  extent  that  retailers  absorbed  such 
an  increase,  their  return  on  investment  would  suffer,  and  the  incentive  to  own  and  operate 
a store  would  be  impaired  Income  to  the  Commonwealth  from  sale  of  licenses  and 
from  corporation  taxes  and  fees  would  be  reduced.  On  the  other  hand,  to  the  extent 
that  retailers  raised  prices  to  cover  their  costs  (or  found  that  they  were  unable  to  reduce 
prices  as  far  as  they  might  have  otherwise),  sales  volume  to  consumers  would  suffer. 
In  that  event,  the  forecasts  previously  referred  to  could  be  imperiled. 

As  Exhibits  G to  J (Pages  67  to  70)  indicate,  under  privately-owned  package 
stores  and  privately-owned  wholesaling,  the  increases  in  volume  required  to  maintain  the 
Commonwealth's  present  level  of  income  are  not  realistic. 

In  order  to  determine  financial  projections  for  privately-owned  wholesalers,  the 
following  assumptions  were  made: 

1.  There  would  be  40  wholesalers  in  the  Commonwealth 

2.  A reasonable  gross  profit  margin  is  12.2% 

3.  Operating  cost  ratios  will  approximate  those  shown  in  Table  9,  (page  49  ). 
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Based  on  these  assumptions,  the  average  Pennsylvania  wholesalers  will  attain 
the  following  operating  ratios: 

TABLE  9 

PENNSYLVANIA  WHOLESALERS  - PRIVATE  OWNERSHIP 
ESTIMATED  OPERATING  RATIOS 


Ratio  to 
net  sales 


Net  sales  100.0% 

Cost  of  goods  sold  87,8 

Gross  profit  12.2% 

Operating  expenses  10.4 

Net  income  before  taxes  1.8% 
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D.  ANCILLARY  INCOME 


As  a result  of  the  projections  of  income  for  the  average  privately-owned  retailing 
and  wholesaling  operations,  it  is  possible  to  project  the  ancillary  income  which  the  State 
would  derive  under  each  alternative. 

1 . Income  and  Capital  Stock  Taxes 

In  this  presentation  due  recognition  has  been  given  to  additional  State  revenues 
that  will  be  generated  from  private  ownership  for  Corporate  Net  Income  Taxes, 
Capital  Stock  Tax  and  the  Pennsylvania  Personal  Income  Tax.  Reasonable  estimates 
of  these  taxes  have  been  statistically  developed  (Exhibit  N,  page  74  ) 

2.  Miscellaneous  Fees 

The  practice  in  some  states  is  to  charge  distilleries  and  distributors  fees  for 
brand  label  registration  and  price  schedule  listings. 

These  have  been  portrayed  at  present  levels. 

3.  Licenses  and  Fees 

In  the  fiscal  year  ended  June  1972,  the  Commonwealth  received  $8.8  million 
in  license  fees  from  on-premise  dispensers  of  distilled  spirits  and  wine.  Annual  license 
fees  from  package  stores  should  be  based  upon  liquor  sales  and  the  projections  are 
based  upon  a rate  of  .4%  of  gross  liquor  sales  with  a maximum  fee  of  $2,000  and 
a minimum  of  $400  This  is  in  line  with  fees  charged  in  some  neighboring  states 
as  follows: 


State 


Annual  Off-Premise 
License  Fee 


Delaware 
Maryland 
New  Jersey 
New  York 


$225 

$2,000  Maximum,  $150 
$2,000  Maximum,  $100 
$1,067  Maximum,  $400 


Minimum 

Minimum 

Minimum 
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See  Table  10,  pages  52  to  57,  for  a complete  explanation  of  license  fees  charged 
in  other  states. 

Since  it  is  likely  that  many  stores  will  exceed  $500,000  in  volume,  it  has  been 
estimated  that  the  total  license  fees  from  store  operations  will  approximate  .32% 
of  retail  sales. 

Annual  license  fees  for  wholesalers  in  some  of  the  neighboring  states  are  as 
follows: 


$2,500 

1,500 

6,000 

5,000 


Delaware 

Maryland 


New  Jersey 
New  York 


We  believe  that  Pennsylvania  wholesalers,  if  converted  to  private  ownership, 
should  pay  a flat  fee  similar  to  that  of  New  Jersey  of  $6,000  per  year. 
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SECTION  VIII 


FINANCIAL  EXHIBITS 


SECTION  VIII 


FINANCIAL  EXHIBITS 


The  financial  exhibits  included  in  this  section  are  based  upon  the  following 

assumptions: 

1.  Sales  in  gallons  have  been  calculated  by  applying  percentage  increases  to  the  actual 
gallons  for  the  fiscal  year  ended  June  1972.  Distilled  spirits  and  wines  are  shown 
separately.  Four  separate  volumes  are  shown:  no  increase,  20%  increase,  32.5% 
increase,  and  breakeven  volume  (the  volume  necessary  to  achieve  the 
Commonwealth's  current  level  of  income). 

2.  Sales  in  dollars  for  distilled  spirits  have  been  calculated  by  extending  estimated  gallon 
figures  (above)  at  the  average  price  per  gallon  realized  for  the  fiscal  year  ended 
June  1972  and  at  price  reductions  of  2.5%,  5%  and  10%.  Sales  in  dollars  for  wines 
have  been  calculated  by  extending  estimated  future  gallonage  figures  at  present  prices 
throughout,  since  our  price  is  competitive  with  neighboring  states. 

3.  Discounts  to  on-premise  licensees  are  calculated  at  16.67%  of  retail  adjusted  to 
conform  to  the  four  price  levels.  In  making  this  calculation,  wines  are  assumed 
to  continue  at  7%  of  total  sales  to  on-premise  licensees  (the  ratio  for  the  fiscal 
year  ended  June  1972)  and  total  volume  of  on-premise  dispensers  is  increased  at 
the  annual  rate  of  5.7%,  the  projected  future  growth  rate. 

4.  Sales  tax  income  to  the  Commonwealth  has  been  calculated  at  current  rates  on 
estimated  total  retail  sales,  and  sales  to  on-premise  licensees. 

5.  Excise  taxes  have  been  derived  from  the  application  of  18%  to  cost  plus  mark-up 
(48%)  as  adjusted  for  wholesale  sales  and  quantity  discounts.  In  some  cases,  the 
full  18%  is  not  available  from  the  sales  dollar.  In  these  cases,  only  the  amount 
available  is  shown. 

6.  License  fees  represent  total  estimated  fees  from  package  stores*  plus  estimated  fees 
from  wholesalers,  if  privately  owned,  plus  fees  of  $8,819,000  presently  collected 


Additional  revenue  may  be  derived  from  having  the  state  impose  a license  transfer  fee  upon  the 
sale  of  a package  store;  although  such  fees  are  not  incorporated  in  the  financial  projections  pre- 
sented in  this  study. 
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EXHIBIT  A COMMENTS 


Exhibit  A portrays  Pennsylvania's  income  for  the  fiscal  year  ended  June  1972 
restated  for  the  following  adjustments: 

1 . Removal  of  sales  tax  from  gross  sales  and  reflection  as  tax  revenue. 

2.  Charging  operations  with  the  18%  excise  tax  and  reflection  of  the  emergency  tax 
as  tax  revenue. 

3.  Recording  sales  at  retail  value  and  reflecting  corresponding  discounts  given. 

4.  Reclassification  to  reflect  expenses  attributable  to  store  operations  separately. 

5.  Reclassification  of  discount  on  purchases  as  an  offset  to  merchandise  cost. 

6 Restatement  of  income  due  to  change  of  markup  policy  on  wine  in  May  1972. 

The  markup  on  delivery  cost  was  changed  from  58%  to  48%.  We  applied, 
retroactively  to  the  beginning  of  the  fiscal  year,  the  change  in  markup  procedure. 


INCOME  STATEMENT 

RESTATED  FOR  WINE  MARKUP  DECREASE 


EXHIBIT  A 


(000's  omitted) 


PLCB 

Per  PLCB 

restated 

June  27,  1972  June  27,  1972 


Sales 

$496,590 

$491,073 

Less  discounts  to  on-premise  licensees 

and  case  sales 

27,471 

Net  sales 

496,590 

463,602 

Cost  of  sales: 

Merchandise  cost 

278,150 

275,379 

18%  emergency  tax 

70,719 

278,150 

346,098 

Gross  profit  from  sales 

218,440 

117,504 

Operating  expenses 

Stores  and  distnct  supervision 

45,804 

45,430 

Store  executive  and  administrative 

5,170 

Warehousing  and  distribution 

7,202 

8,889 

Purchasing  (and  stores) 

1,814 

501 

Executive  and  administrative 

8,832 

3,662 

63,652 

63,652 

Income  from  operations 

154,788 

53,852 

Other  income: 

Miscellaneous  revenue 

573 

573 

Interest 

749 

749 

Discount  on  purchases 

2,771 

4,093 

1,322 

Income  before  licensing  and  enforcement 

158,881 

55,174 

Income  from  licensing  and  enforcement 

8,819 

8,819 

Less: 

Expenses 

( 7,046) 

( 7,046) 

Fees  returned  to  municipalities 

( 5V7W) 

( 5,704) 

Loss  from  licensing  and  enforcement  operations 

( 3,931) 

( 3,931) 

Income  before  extraordinary  flood  loss 

$154,950 

$ 51,243 

Allocation  of  income: 

Operations 

$ 55,329 

$ 51,243 

18%  emergency  tax 

71,349 

70,719 

6%  sales  tax 

28,272 

27,989 

$154,950 

$149,951 

Note:  The  above  projections  are  subject  to  the  disclaimer 

of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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EXHIBIT  B COMMENTS 


Exhibit  B reflects  the  components  of  the  Commonwealth's  restated  income 
and  departmentalization  of  expenses  assuming  that  the  gross  profit  attained  in  retailing  is 
20%. 


PROJECTED  DEPARTMENTALIZED  INCOME  STATEMENT 


EXHIBIT  B 


ALLOCATED  GROSS  PROFIT  TO  RETAILING  BASED  UPON  A 20% 
GROSS  PROFIT  USED  IN  PRIVATE  RETAILING 


Retail  value  of  sales  (excluding  sales  tax) 

Retailers'  merchandise  cost  or  wholesale  value  of  sales 
Retafl  gross  profit  margin 
Discount  to  on-premise  licensees 


Merchandise  cost  to  wholesale: 
Original  merchandise  cost 
18%  emergency  tax 

Total  merchandise  cost 


Gross  profit 
PLCB  costs: 

Store  expenses  and  supervision 
Warehousing  and  delivery 
Purchasing 

Executive  and  administrative 
Other  income 

Total  costs,  net 

Components  of  income: 

Income  from  operations 
1 8%  emergency  tax 
Sales  tax 

Net  loss  from  licensing  and  enforcement 


PLCB 

Wholesaling 

Retailing  operations 

to  package  stores 

1972  (000) 

Amount  (000) 

iL 

Amount  (000)  % 

S49 1,073 

S49 1,073 

100.0% 

392,858 

80.0 

$392,858  100.0% 

98,215 

20.0 

27,472 

27,472 

5.6 

463,601 

275,379 

275,379 

70,719 

70,719 

346,098 

346,098  88.1 

117,503 

70,743 

14.4 

46,760  11.9 

47,116 

45,429 

1,687 

7,202 

7,202 

501 

50! 

8,832 

5,170 

3,662 

( 1,322) 

< ]2T) 

{ 595) 

62,329 

49,872 

10.2 

12,457  3.2 

20,871  4,2% 


34,303  8.7% 


Total  net  income 


Note:  The  above  projections  arc  subject  to  the  disclaimer  of 

opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 


Taxes  and 
licenses 


$70,719 
27,989 
( 3,931) 

$94.777 
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EXHIBITS  C TO  F COMMENTS 


Exhibits  C to  F indicate  that  with  privately-owned  package  stores  and 
State-owned  wholesaling,  the  Commonwealth  can  maintain  its  present  income  and  reduce  the 
price  of  distilled  spirits  to  the  consumer. 

Each  of  these  four  Exhibits  portrays  the  anticipated  income  to  the 
Commonwealth  at  varying  sales  levels. 

The  sales  increases  (expressed  as  a percentage  of  sales  for  the  fiscal  year  ended 
in  June  1972)  required  to  maintain  the  Commonwealth's  income  at  various  retail  price 
reductions  are  as  follows: 


% of 

price  reduction 


% sales 

increase  required 


None 

2.5 

5 

10 


14.9 

22.8 

32.2 

55.6 


EXHIBIT  C 


COMMONWEALTH  INCOME  PROJECTION 
PRIVATELY-OWNED  PACKAGE  STORES  AND  STATE-OWNED  WHOLESALING 
NO  PRICE  REDUCTION  ON  DISTILLED  SPIRITS 


Sales  Volume  Increase 


Statewide  sales  totals: 

Sales  in  gallons: 

Zero 

20%  32.5% 

(000's  omitted) 

14.9%* 

Distilled  spirits 

16,639 

19,967 

22,047 

19,118 

Wines 

12,625 

15,150 

16,728 

14,506 

Sales  in  dollars: 

Distilled  spirits 

$419,324 

$503,189 

$555,604 

$481,803 

Wines 

71,749 

86,099 

95,067 

82,439 

Less  discount  to  on-premise 

licensees 

( 27,471) 

( 27,471) 

( 27,471) 

( 27,471) 

Total  retail  sales  (exclusive 

of  sales  tax) 

$463,602 

$561,817 

$623,200 

$536,771 

Commonwealth  income  summary: 

Sales  tax 

Excise  tax  (ad  valorem  or 

$ 27,989 

$ 33,709 

$ 37,392 

$ 32,206 

gallonage) 

70,719 

85,701 

95,064 

81,880 

Income  and  capital  stock  taxes 

1,440 

1,980 

2,250 

1,891 

License  fees 

10,329 

10,643 

10,840 

10,563 

Income  from  wholesaling  operations 

33,439 

39,289 

42,946 

37,710 

Total  Commonwealth  income 

143,916 

171,322 

188,492 

164,250 

Less  enforcement  expenses 

( 14,250) 

( 14,250) 

( 14,250) 

( 14,250) 

Net  income  to  Commonwealth 

$129,666 

$157,072 

$174,242 

$150,000 

* Increase  required  to  maintain  the  Commonwealth's  current  income  level. 

Note:  The  above  projections  are  subject  to  the  disclaimer 

of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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EXHIBIT  D 


COMMONWEALTH  INCOME  PROJECTION 
PRIVATELY-OWNED  PACKAGE  STORES  AND  STATE-OWNED  WHOLESALING 
2.5%  RETAIL  PRICE  REDUCTION  ON  DISTILLED  SPIRITS 


Sales  Volume  Increase 

Zero 

20% 

(000's 

32.5% 

omitted) 

22.8%* 

Statewide  sales  totals: 

Sales  in  gallons: 

Distilled  spirits 

Wines 

16,639 

12,625 

19,967 

15,150 

22,047 

16,728 

20,437 

15,507 

Sales  in  dollars: 

Distilled  spirits 

Wines 

$408,841 

71,749 

$490,609 

86,099 

$541,714 

95,067 

$502,170 

88,128 

Less  discount  to  on-premise 
licensees 


( 26,894)  ( 26,894)  ( 26,894)  ( 26,894) 


Total  retail  sales  (exclusive 
of  sales  tax) 


$453,696  $549,814  $609,887 


$563,404 


Commonwealth  income  summary: 


Sales  tax 

Excise  tax  (ad  valorem  or 

$ 27,221 

$ 32,989 

$ 36,593 

$ 33,804 

gallonage) 

69,208 

83,870 

93,034 

85,943 

Income  and  capital  stock  taxes 

1,440 

1,980 

2,250 

2,029 

License  fees 

10,297 

10,604 

10,797 

10,650 

Income  from  wholesaling  operations 

26,564 

31,056 

33,864 

31,824 

Total  Commonwealth  income 

134,730 

160,499 

176,538 

164,250 

Less  enforcement  expenses 

( 14,250) 

( 14,250) 

( 14,250) 

( 14,250) 

income  to  Commonwealth 

$120,480 

$146,249 

$162,288 

$150,000 

* Increase  required  to  maintain  the  Commonwealth's  current  income  level. 

Note:  The  above  projections  are  subject  to  the  disclaimer 

of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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EXHIBIT  E 


COMMONWEALTH  INCOME  PROJECTION 
PRIVATELY-OWNED  PACKAGE  STORES  AND  STATE-OWNED  WHOLESALING 
5%  RETAIL  PRICE  REDUCTION  ON  DISTILLED  SPIRITS 


Sales  Volume  Increase 


Statewide  sales  totals: 

Sales  in  gallons: 

Zero 

20% 

(000's 

32.5% 

omitted) 

32.2%* 

Distilled  spirits 

16,639 

19,967 

22,047 

21,997 

Wines 

12,625 

15,150 

16,728 

16,690 

Sales  in  dollars: 

Distilled  spirits 

$398,358 

$478,030 

$527,822 

$526,629 

Wines 

71,749 

86,099 

95,067 

94,982 

Less  discount  to  on-premise 

licensees 

( 26,317) 

( 26,317) 

( 26,317) 

( 26,317) 

Total  retail  sales  (exclusive 

of  sales  tax) 

$443,790 

$537,812 

$596,572 

$595,294 

Commonwealth  income  summary: 

Sales  tax 

Excise  tax  (ad  valorem  or 

$ 26,627 

$ 32,269 

$ 35,794 

$ 35,710 

gallonage) 

67,697 

82,039 

91,003 

90,788 

Income  and  capital  stock  taxes 

1,440 

1,980 

2,250 

2,245 

License  fees 

10,265 

10,566 

10,754 

10,749 

Income  from  wholesaling  operations 

19,689 

22,824 

24,784 

24,758 

Total  Commonwealth  income 

125,718 

149,678 

164,585 

164,250 

Less  enforcement  expenses 

( 14,250) 

( 14,250) 

( 14,250) 

( 14,250) 

Net  income  to  Commonwealth 

$111,468 

$135,428 

$150,335 

$150,000 

* Increase  required  to  maintain  the  Commonwealth's  current  income  level. 


Note:  The  above  projections  are  subject  to  the  disclaimer 

of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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EXHIBIT  F 


COMMONWEALTH  INCOME  PROJECTION 
PRIVATELY-OWNED  PACKAGE  STORES  AND  STATE-OWNED  WHOLESALING 
10%  RETAIL  PRICE  REDUCTION  ON  DISTILLED  SPIRITS 


Sales  Volume  Increase 


Statewide  sales  totals: 

Sales  in  gallons: 

Zero 

20% 

(000's 

32  5% 
omitted) 

55  6%* 

Distilled  spirits 

16,639 

19,967 

22,047 

20,890 

Wines 

12,625 

15,150 

16,728 

19,645 

Sales  in  dollars: 

Distilled  spirits 

$377,392 

$452,870 

$500,044 

$587,222 

Wines 

71,749 

86,099 

95,067 

11 1,641 

Less  discount  to  on-premise 

licensees 

( 25,163) 

( 25,163) 

( 25,163) 

( 25,163) 

Total  retail  sales  (exclusive 

of  sales  tax) 

$423,978 

$513,806 

$569,948 

$673,700 

Commonwealth  income  summary: 

Sales  tax 

Excise  tax  (ad  valorem  or 

$ 25,428 

$ 30,828 

$ 34,197 

$ 40,422 

gallonage) 

64,675 

78,377 

86,941 

102,768 

Income  and  capital  stock  taxes 

1,350 

1,770 

2,340 

2,766 

License  fees 

10,200 

10,488 

10,667 

11,008 

Income  from  wholesaling  operations 

5,938 

6,359 

6,622 

7,286 

Total  Commonwealth  income 

107,591 

127,822 

140,767 

164,250 

Less  enforcement  expenses 

( 14,250) 

( 14,250) 

( 14,250) 

( 14,250) 

Net  income  to  Commonwealth 

$ 93,341 

$113,572 

$126,517 

$150,000 

* Increase  required  to  maintain  the  Commonwealth's  current  income  level 


Note:  The  above  projections  are  subject  to  the  disclaimer 

of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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EXHIBITS  G to  J COMMENTS 


Exhibits  G to  J indicate  the  impracticality  for  privately-owned  package  stores 
and  privately-owned  wholesaling  to  return  income  to  the  Commonwealth  equivalent  to  that 
earned  in  the  fiscal  year  ended  June  1972. 

These  Exhibits  portray  the  anticipated  income  of  the  Commonwealth  at  varying 

sales  levels. 


Percentage  increases  required  for  the  State  to  maintain  its  June  1972  income 
level  at  reduced  prices  for  distilled  spirits  are  as  follows: 


% price  reduction 


% sales  increase  required 


None 

2.5 

5 

10 


52.3 

65.2 

80.2 
120.5 


EXHIBIT  G 


COMMONWEALTH  INCOME  PROJECTION 

PRIVATELY-OWNED  PACKAGE  STORES  AND  PRIVATELY-OWNED  WHOLESALING 
NO  PRICE  REDUCTION  ON  DISTILLED  SPIRITS 


Sales  Volume  Increase 


Statewide  sales  totals: 

Sales  in  gallons: 

Zero 

20%  32.5% 

(000's  omitted) 

52.3%* 

Distilled  spirits 

16,639 

19,967 

22,047 

25,334 

Wines 

12,625 

15,150 

16,728 

19,223 

Sales  in  dollars: 

Distilled  spirits 

$419,324 

$503,189 

$555,604 

$638,454 

Wines 

71,749 

86,099 

95,067 

109,244 

Less  discount  to  on-premise 

licensees 

( 32,965) 

( 32,965) 

( 32,965) 

( 32,965) 

Total  retail  sales  (exclusive 

of  sales  tax) 

$458,108 

$556,323 

$617,706 

$714,733 

Total  wholesale  sales 

$392,858 

$471,430 

$520,537 

$598,158 

Commonwealth  income  summary: 

Sales  tax 

**  Excise  tax  (ad  valorem  or 

$ 27,486 

$ 33,379 

$ 37,062 

$ 42,884 

gallonage),  available 

69,550 

83,461 

92,155 

105,896 

Income  and  capital  stock  taxes 

2,526 

3,288 

3,696 

4,274 

License  fees 

10,569 

10,883 

1 1,080 

11,396 

Total  Commonwealth  income 

110,131 

131,011 

143,993 

164,450 

Less  enforcement  expenses 

( 14,450) 

( 14,450) 

( 14,450) 

( 14,450) 

Net  income  to  Commonwealth 

$ 95,681 

$116,561 

$129,543 

$150,000 

Increase  required  to  maintain  the  Commonwealth's  current  income  level. 


**  Excise,  ad  valorem  or  gallonage  tax  that  would  be  available,  if  privately-owned 
wholesaling's  normal  gross  profit  percentage  is  maintained.  The  tax  available  is  less  than 
the  Commonwealth's  current  excise  tax  yield. 


Note: 


The  above  projections  are  subject  to  the  disclaimer 
of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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EXHIBIT  H 


COMMONWEALTH  INCOME  PROJECTION 

PRIVATELY-OWNED  PACKAGE  STORES  AND  PRIVATELY-OWNED  WHOLESALING 
2 5%  RETAIL  PRICE  REDUCTION  ON  DISTILLED  SPIRITS 


Sales  Volume  Increase 


Statewide  sales  totals: 

Sales  in  gallons: 

Zero 

20% 

(000's 

32  5% 
omitted) 

65  2%* 

Distilled  spirits 

1 6.639 

19,967 

22.047 

27,486 

Wines 

12,625 

15,150 

16,728 

20,855 

Sales  in  dollars: 

Distilled  spirits 

$408,841 

$490,609 

$541,714 

$675,357 

Wines 

71,749 

86,099 

95.067 

118,521 

Less  discount  to  on-premise 

licensees 

( 32,273) 

( 32,273) 

( 32,273) 

( 32,273) 

Total  retail  sales  (exclusive 

of  sales  tax) 

$448,317 

$544,435 

$604,508 

$761,605 

Total  wholesale  sales 

$384,472 

$461,366 

$509,425 

$635,102 

Commonwealth  income  summary: 

Sales  tax 

**  Excise  tax  (ad  valorem  or 

$ 26,899 

$ 32,666 

$ 36,270 

$ 45,696 

gallonage),  available 

62,187 

74,624 

82,398 

102,725 

Income  and  capital  stock  taxes 

2,502 

3,258 

3,660 

4,473 

License  fees 

10,537 

10,844 

11,037 

11,556 

Total  Commonwealth  income 

102,125 

121,392 

133,365 

164,450 

Less  enforcement  expenses 

( 14,450) 

( 14,450) 

( 14,450) 

( 14,450) 

Net  income  to  Commonwealth 

$ 87,675 

$106,942 

$118,915 

$150,000 

* Increase  required  to  maintain  the  Commonwealth's  current  income  level. 

**  Excise,  ad  valorem  or  gallonage  tax  that  would  be  available  if  privately-owned 
wholesaling's  normal  gross  profit  percentage  is  maintained  The  tax  available  is  less  than 
the  Commonwealth's  current  excise  tax  yield 


Note: 


The  above  projections  are  subject  to  the  disclaimer 
of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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EXHIBIT  I 


COMMONWEALTH  INCOME  PROJECTION 

PRIVATELY-OWNED  PACKAGE  STORES  AND  PRIVATELY-OWNED  WHOLESALING 
5%  RETAIL  PRICE  REDUCTION  ON  DISTILLED  SPIRITS 


Sales  Volume  Increase 


Statewide  sales  totals: 

Sales  in  gallons: 

Zero 

20% 

(000's 

32.5% 

omitted) 

80,2%* 

Distilled  spirits 

16,639 

19,967 

22,047 

29,981 

Wines 

12,625 

15,150 

16,728 

22,749 

Sales  in  dollars: 

Distilled  spirits 

$398,358 

$478,030 

$527,822 

$717,791 

Wines 

71,749 

86,099 

95,067 

129,283 

Less  discount  to  on-premise 

licensees 

( 31,580) 

( 31,580) 

( 31,580) 

( 31,580) 

Total  retail  sales  (exclusive 

of  sales  tax) 

$438,527 

$532,549 

$591,309 

$815,494 

Total  wholesale  sales 

$376,086 

$451,303 

$498,314 

$677,659 

Commonwealth  income  summary: 

Sales  tax 

**  Excise  tax  (ad  valorem  or 

$ 26,312 

$ 31,953 

$ 35,478 

$ 48,930 

gallonage),  available 

54,825 

65,789 

72,643 

98,787 

Income  and  capital  stock  taxes 

2,484 

3,228 

3,630 

5,007 

License  fees 

10,505 

10,806 

10,994 

11,726 

Total  Commonwealth  income 

94,126 

111,776 

122,745 

164,450 

Less  enforcement  expenses 

( 14,450) 

( 14,450) 

( 14,450) 

( 14,450) 

Net  income  to  Commonwealth 

$ 79,676 

$ 97,326 

$108,295 

$150,000 

* Increase  required  to  maintain  the  Commonwealth's  current  income  level 

**  Excise,  ad  valorem  or  gallonage  tax  that  would  be  available  if  privately-owned 
wholesaling's  normal  gross  profit  percentage  is  maintained.  The  tax  available  is  less  than 
the  Commonwealth's  current  excise  tax  yield 


Note: 


The  above  projections  are  subject  to  the  disclaimer 
of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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EXHIBIT  J 


COMMONWEALTH  INCOME  PROJECTION 

PRIVATELY-OWNED  PACKAGE  STORES  AND  PRIVATELY-OWNED  WHOLESALING 
10%  RETAIL  PRICE  REDUCTION  ON  DISTILLED  SPIRITS 


Sales  Volume  Increase 


Statewide  sales  totals: 

Sales  in  gallons: 

Zero 

20% 

(000's 

32.5% 

omitted) 

120.5%* 

Distilled  spirits 

16,639 

19,967 

22,047 

36,686 

Wines 

12,625 

15,150 

16,728 

27,836 

Sales  in  dollars: 

Distilled  spirits 

$377,392 

$452,870 

$500,044 

$832,072 

Wines 

71,749 

86,099 

95,067 

158,192 

Less  discount  to  on-premise 

licensees 

( 30,196) 

( 30,196) 

( 30,196) 

( 30,196) 

Total  retail  sales  (exclusive 

of  sales  tax) 

$418,945 

$508,773 

$564,915 

$960,068 

Total  wholesale  sales 

$359,313 

$431,176 

$476,090 

$792,211 

Commonwealth  income  summary: 

Sales  tax 

**  Excise  tax  (ad  valorem  or 

$ 25,137 

$ 30,526 

$ 33,895 

$ 57,604 

gallonage),  available 

40,098 

48,198 

53,130 

88,408 

Income  and  capital  stock  taxes 

2,346 

2,964 

3,660 

6,220 

License  fees 

10,440 

10,728 

10,907 

12,218 

Total  Commonwealth  income 

78,021 

92,416 

101,592 

164,450 

Less  enforcement  expenses 

( 14,450) 

( 14,450) 

( 14,450) 

( 14,450) 

Net  income  to  Commonwealth 

$ 63,571 

$ 77,966 

$ 87,142 

$150,000 

* Increase  required  to  maintain  the  Commonwealth's  current  income  level. 

**  Excise,  ad  valorem  or  gallonage  tax  that  would  be  available  if  privately-owned 
wholesaling's  normal  gross  profit  percentage  is  maintained.  The  tax  available  is  less  than 
the  Commonwealth's  current  excise  tax  yield. 


Note: 


The  above  projections  are  subject  to  the  disclaimer 
of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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EXHIBIT  K COMMENTS 


Exhibit  K contains  estimates  and  projections  related  to  package  stores.  These 
projections  are  offered  to  illustrate  conservative  results  of  operations  which  stores  might  achieve 
at  various  levels  of  annual  sales  The  levels  included  in  the  Exhibit  are  $200  thousand,  $400 
thousand,  $600  thousand  and  $1  million  of  retail  sales  (exclusive  of  sales  to  on-premise 
licensees  and  sales  of  alcoholic  support  items) 

The  ratios  used  in  calculating  these  projections  are  contained  in  Table  8, 
page  46.  The  fixed  nature  of  certain  operating  expenses  has  not  been  considered  since  it 
will  not  materially  affect  results. 

These  projections  include  net  profit  from  sales  to  on-premise  licensees  and  sales 
of  alcoholic  support  items;  however,  no  consideration  has  been  given  to  possible  sales  of  malt 
beverages.  Naturally,  if  beer  sales  are  permitted,  profit  will  increase  appreciably. 

New  owners  might  bear  the  cost  of  continuing  pension;  however,  these  costs 
were  not  incorporated  into  the  analyses  performed  in  this  report.  One  method  of  covering 
cost  is  to  increase  license  fees  so  that  employees  are  not  dependent  on  private  retailers. 

In  areas  where  potential  sales  volume  does  not  warrant  specialty  stores,  it  may 
be  advisable  to  license  existing  retail  facilities  to  sell  alcoholic  beverages  These  stores  will 
benefit  from  additional  revenues  with  little  or  no  additional  operating  costs. 


EXHIBIT  K 


PACKAGE  STORE  INCOME  PROJECTION 
(000's  omitted) 


Retail  sales  (Does  not  include  sales 

$200 

$400 

$600 

$ 1 ,000 

to  on-premise  licensees  or 
sale  of  alcoholic  support 
items) 

Cost  of  sales 

160 

320 

480 

800 

Gross  profit 

40 

80 

120 

200 

Expenses: 

Selling  and  delivery 

$ 12 

$ 25 

$ 37 

$ 62 

Lease  and  rental 

3 

6 

9 

15 

General  and  administrative 

8 

16 

25 

41 

Total  expenses 

23 

47 

71 

118 

Net  profit  from  retail  liquor  operations 

17 

33 

49 

82 

Net  profit  from  liquor  sales  to  on-premise 
licensees 

2 

3 

5 

8 

Net  profit  from  sales  of  alcoholic  support 
items 

3 

6 

9 

15 

Total  net  profits  before  officers 
salaries,  depreciation,  amortization 
and  corporate  taxes 

$ 22 

$ 42 

$ 63 

$ 105 

Notes:  Sale  of  beer  not  included;  if  beer  sales 

are  permitted,  profits  may  increase  appreciably. 


The  above  projections  are  subject  to  the  disclaimer 
of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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Divesrirure  of  State  Stores 


EXHIBIT  L COMMENTS 

Exhibit  L contains  estimated  income  projections  for  private  wholesaler's  at 
varying  levels  of  sales.  The  ratios  used  in  computing  the  projections  are  contained  in  Table  9, 

page  49  The  fixed  nature  of  certain  operating  expenses  has  not  been  considered. 


EXHIBIT  L 


WHOLESALER'S  INCOME  PROJECTION 
(000's  omitted) 


Net  sales 

$5,000 

$10,000 

$15,000 

$25,000 

Cost  of  goods  sold 

4,390 

8,780 

13,170 

21,950 

Gross  profit 

610 

1,220 

1,830 

3,050 

Total  operating  expenses 

520 

1,040 

1,560 

2,600 

Net  income  before  income  taxes 

$ 90 

$ 180 

$ 270 

$ 450 

Note:  The  above  projections  are  subject  to  the  disclaimer 

of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 


72 


. 


EXHIBIT  M COMMENTS 


The  following  chart  portrays  the  operating  expense  ratios  to  net  sales  of  states 
with  state-owned  package  stores  for  1971, 


COMPARISON  OF 
STATE  OWNED 

OPERATING  COSTS  FOR 
PACKAGE  STORES- 1971 

State 

Sales 

(excluding 
sales  tax) 

Cost  of  store 
operations,  administration 
and  collection 

Percentage 
of  sales 

Alabama 

$ 104,067,095 

$10,809,018 

10.4% 

Idaho 

24,401,650 

1.834,968 

7.5 

Iowa 

74,546,820 

6,033,358 

8.1 

Maine 

39,307,934 

3,498,358 

8.9 

Montana 

26.462,097 

2,800,760 

10.6 

New  Hampshire 

84,816,063 

4,280,612 

5.0 

Ohio 

295,878,466 

21,217,872 

7.2 

Oregon 

84,090,663 

5,262,635 

6.3 

Pennsylvania 

447,043,571 

62,653,140 

14.0 

Utah 

25,443,773 

2,107,266 

8.3 

Vermont 

22,212,899 

2,199,439 

9.9 

Virginia 

157,638,137 

20,417,052 

13.0 

Washington 

167,732,696 

12,287,134 

7.3 

West  Virginia 

51,070,590 

6,045,971 

11.8 

Totals 

$1,604,712,454 

$161,447,583 

8.5%* 

Exhibit  M shows  an  adjustment  to  the  Pennsylvania  income  statement  to 
include  what  its  profit  would  have  been  if  its  cost  ratios  were  the  average  of  these  shown 
above. 


* Not  including  Pennsylvania 


Source:  Public  Revenues  from  Alcoholic  Beverages  1971, 
Published  by  Distilled  Spirits  Institute 


EXHIBIT  M 


COMPARISON  OF  ACTUAL  AND  PRO  FORMA  INCOME 
REFLECTING  COST  FIGURES  OF  STATE-OWNED  PACKAGE  STORES 

(000's  omitted) 


Restated 
June  27,  1972 


Pro  forma  reflecting 
average  cost 
ratios 


Sales  net  of  discounts 

Cost  of  sales: 

Merchandise  cost 
18%  emergency  tax 

Gross  profit  from  sales 
Operating  expenses 

Net  loss  from  licensing  and  enforcement 
Total  operating  costs 
Profit  from  operations 
Other  income 
18%  emergency  tax 
6%  sales  tax 
Net  income 


$463,602 

$463,602 

275,379 

275,379 

70,719 

70,719 

346,098 

346,098 

1 17,504 

117,504 

63,652 

3,931 

67,583 

39,406 

49,921 

78,098 

1,322 

70,719 

70,719 

27,989 

27,989 

$149,951 

$176,806 

Note:  The  above  projections  are  subject  to  the  disclaimer 

of  opinion  contained  in  our  introductory  letter  dated 
September  15,  1973,  which  is  a part  of  this  report. 
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Divestiture  of  State  Stores 


EXHIBIT  N COMMENTS 


Exhibit  N indicates  Pennsylvania  income  taxes  and  capital  stock  taxes  which 
are  contained  in  Exhibits  C to  J. 


EXHIBIT  N 


INCOME  AND  CAPITAL  STOCK  TAX  SUMMARY 


Sales  Volume  Increase 


None 

20% 

32.5% 

(000's  omitted) 

Level  1 (Current  price): 

Package  store  corporate  net  income  tax 

$ 240 

$ 330 

$ 375 

Package  store  Pennsylvania  capital 

stock  and  income  tax 

1,200 

1,650 

1,875 

1,440 

1,980 

2,250 

Wholesaler  corporate  net  income  tax 

724 

872 

964 

Wholesaler  capital  stock 

362 

436 

482 

1,086 

1,308 

1,446 

Total 

$2,526 

$3,288 

$3,696 

Level  2 (2,5%  Price  reduction): 

Package  store  corporate  net  income  tax 

240 

330 

375 

Package  store  Pennsylvania  capital 

stock  and  income  tax 

1,200 

1,650 

1,875 

1,440 

1,980 

2,250 

Wholesaler  corporate  net  income  tax 

708 

852 

940 

Wholesaler  capital  stock 

354 

426 

470 

1,062 

1,278 

1,410 

Total 

$2,502 

$3,258 

$3,660 

Level  3 (5%  Price  reduction): 

Package  store  corporate  net  income  tax 

$ 240 

$ 330 

$ 375 

Package  store  Pennsylvania  capital 

stock  and  income  tax 

1,200 

1,650 

1,875 

1,440 

1,980 

2,250 

Wholesaler  corporate  net  income  tax 

696 

832 

920 

Wholesaler  capital  stock 

348 

416 

460 

1,044 

1,248 

1,380 

Total 

$2,484 

$3,228 

$3,630 

Level  4 (10%  Price  reduction): 

Package  store  corporate  net  income  tax 

225 

270 

390 

Package  store  Pennsylvania  capital 

stock  and  income  tax 

1,125 

1,500 

1,950 

1,350 

1,770 

2,340 

Wholesaler  corporate  net  income  tax 

664 

796 

880 

Wholesaler  capital  stock 

332 

398 

440 

996 

1,194 

1,320 

Total 

$2,346 

$2,964 

$3,660 

Note:  The  above  projections  are  subject  to 

the 

disclaimer  of  opinion  contained 

in  our 

introductory  letter  dated  September 

15, 

1973,  which 

is  a part  of  this  report. 
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EXHIBIT  P COMMENTS 

Exhibit  P shows  the  projected  income  to  the  Commonwealth  on  a year-by-year 
basis  through  1982,  assuming  privately-owned  retailing  and  state-owned  wholesaling.  In 
computing  these  future  revenues  we  assumed  that  Pennsylvania  will  achieve  the  same  growth 
rate  as  the  nation  as  a whole  of  5.7%  per  year  through  1982. 


PROJECTED  INCOME,  BY  YEAR,  THROUGH  1982 
(Privately-owned  package  stores  and  state-owned  wholesaling) 
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Note-  The  above  projections  are  subject  to  the  disclaimer  of  opinion  contained  in 

our  introductory  letter  dated  September  15,  1973,  which  is  a part  of  this  report 
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SECTION  IX 

DIVESTITURE  OF  STATE  STORES 
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SECTION  IX 


DIVESTITURE  OF  STATE  STORES 


Because  of  size,  location,  rent,  traffic  and  other  factors,  many  purchasers  of  stores  may 
want  to  move  to  new  locations.  Leases  for  State  Stores  are  not  assignable;  they  may  be 
terminated  by  the  State  under  certain  conditions.  Accordingly,  a purchaser  of  a store  at 
a given  location  in  some  cases  may  be  buying  only  the  license  rights  for  a liquor  store  to 
be  established  at  some  other  location  (subject  to  regulation)  together  with  existing  inventories 
and  fixed  assets  of  the  purchased  store.  It  should  be  noted  also  that  liquor  sales  of  a given 
store  may  be  decreased  because  of  the  suggested  doubling  of  the  number  of  licensees. 

To  ascertain  the  value  a prudent  buyer  might  place  upon  the  "rights"  he  is  purchasing, 
many  common  techniques  were  considered  for  valuing  a business  including  the  method  of 
pricing  the  tangible  assets  at  a fair  market  value,  and  intangible  assets  at  from  2 to  8 times 
current  cash  flow  (earnings  before  officers'  salaries,  depreciation,  amortization  and  income 
taxes). 

To  a degree,  license  values  will  be  dependent  upon  the  rights  of  the  licensee  to  sell 
alcoholic  support  items.  Table  1 1 indicates  alcoholic  support  items  sold  in  other  states  by 
package  stores. 

Another  factor  in  the  valuation  of  intangibles  is  the  term  of  the  license.  If  the  license 
has  a set  determinable  life,  such  as  25  years,  the  cost  probably  would  be  amortizable  for 
tax  purposes  over  that  period.  On  the  other  hand,  this  limited  life  concept  could  impair 
future  values  of  intangibles  to  purchasers  acquiring  licenses  with  a reduced  life. 

In  areas  where  potential  sales  volume  does  not  appear  to  warrant  specialty  stores,  it 
may  be  advisable  to  license  existing  retail  facilities  to  sell  alcoholic  beverages.  These  stores 
will  benefit  from  additional  revenues  with  little  or  no  additional  operating  costs. 
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TABLE  11 


ALCOHOLIC 

SUPPORT 

ITEMS 

SOLD 

IN 

PACKAGE  STORES 

Bar  accessories 
and  glassware 

Privately- 
owned  states 

Wine 

Beer 

Food 

Carbonated  and 
non-carbonated 
beverages 

Alaska 

Yes 

Yes 

Yes 

Yes 

Yes 

Arizona 

Yes 

Yes 

Yes 

Yes 

Yes 

Arkansas  1 ) 

Yes 

Yes 

Yes 

Yes 

Yes 

California 

Yes 

Yes 

Yes 

Yes 

Yes 

Colorado 

Yes 

Yes 

No 

Yes 

No 

Connecticut 

Yes 

Yes 

No 

Yes 

No 

Delaware 

Yes 

Yes 

No 

Yes 

No 

District  of  Columbia 

Yes 

Yes 

Yes 

Yes 

Yes 

Florida 

Yes 

Yes 

Yes 

Yes 

Yes 

Georgia 

Yes 

No 

No 

Yes 

No 

Hawaii 

Yes 

Yes 

Yes 

Yes 

Yes 

Illinois 

Yes 

Yes 

Yes 

Yes 

Yes 

Indiana 

Yes 

Yes 

No 

Yes 

No 

Kansas 

Yes 

Yes 

No 

No 

No 

Kentucky 

Yes 

No 

Yes 

2) 

No 

No 

Louisiana 

Yes 

Yes 

Yes 

Yes 

Yes 

Maryland 

Yes 

Yes 

Yes 

Yes 

Yes 

Massachusetts 

Yes 

Yes 

Yes 

Yes 

Yes 

Minnesota 

Yes 

Yes 

Yes 

3) 

Yes  3) 

No 

Missouri 

Yes 

Yes 

Yes 

Yes 

Yes 

Nebraska 

Yes 

Yes 

Yes 

Yes 

Yes 

Nevada  Retail 

Sales  of 

Alcoholic 

Beverages 

Regulated  by  Counties 

& Municipality 

New  Jersey 

Yes 

Yes 

Yes 

4) 

Yes 

Yes 

New  Mexico 

Yes 

Yes 

Yes 

Yes 

Yes  4) 

New  York 

Yes 

No 

No 

No 

No 

North  Dakota 

Yes 

Yes 

Yes 

Yes 

No 

Oklahoma 

Yes 

Yes 

No 

No 

No 

Rhode  Island 

Yes 

Yes 

No 

5) 

6)  Yes 

Yes 

South  Carolina 

Yes 

No 

No 

No 

No 

South  Dakota 

Yes 

Yes 

Yes 

Yes 

Yes 

Tennessee 

Yes 

No 

No 

No 

No 

Texas 

Yes 

Yes 

Yes 

Yes 

Yes 

Wisconsin 

Yes 

Yes 

Yes 

Yes 

Yes 

78 


. 

,V  •" 


Carbonated  and 

State-  non-carbonated  Bar  accessories 


owned  states 

Wine 

Beer 

Food 

beverages 

and  glassware 

Alabama 

Yes 

No 

No 

No 

No 

Idaho 

Yes 

8) 

No 

No 

No 

No 

Iowa 

Yes 

Yes 

No 

No 

No 

Maine 

Yes 

7) 

No 

No 

No 

No 

Michigan 

Yes 

No 

No 

No 

No 

Mississippi 

Yes 

Yes 

No 

No 

No 

Montana 

Yes 

Yes 

No 

No 

No 

New  Hampshire 

Yes 

Yes 

No 

No 

No 

North  Carolina 

Yes 

No 

No 

No 

No 

Ohio 

Yes 

No 

No 

No 

No 

Oregon 

Yes 

No 

No 

No 

No 

Pennsylvania 

Yes 

No 

No 

No 

No 

Utah 

Yes 

Yes 

No 

No 

No 

Vermont 

Yes 

Yes 

No 

No 

No 

Virginia 

Yes 

No 

No 

No 

No 

Washington 

Yes 

Yes 

No 

No 

No 

West  Virginia 

Yes 

No 

No 

No 

No 

Wyoming 

Yes 

Yes 

Yes 

Yes 

No 

1)  Effective  90  days  after  date  of  adjournment  of  1971  legislative  session  No  New  Liquor  permits  shall 
be  issued,  or  outstanding  permits  transferred  to  any  premise  wherein  is  operated  a drug,  grocery,  sporting 
goods,  dry  goods,  hardware  or  general  mercantile  store,  or  any  other  business  unrelated  to  the  retail 
package  sale  of  liquors. 

2)  No  retail  package  license  issued  where  a substantial  part  of  the  business  consists  of  selling  staple  groceries. 
In  rural  areas,  only  distilled  spirits  and  wine  may  be  sold. 

3)  If  permitted  to  do  so  by  the  municipalities  in  which  they  are  located. 

4)  Local  governing  bodies  may  restrict. 

5)  In  towns  with  less  than  10,000  population 

6)  City  of  Newport  allows  package  sales  in  a bona  fide  market. 

7)  In  Maine,  subject  to  local  option,  table  wines  (not  over  14%)  may  be  sold  in  licensed  retail  stores. 

8)  In  Idaho  counties  are  authorized  to  provide  for  a private  license  system  for  the  sale  and  distribution 
of  table  wines  not  over  14%. 

Source:  Licensed  Beverage  Industries,  Inc. 
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Based  upon  the  package  store  income  projection,  the  capitalization  of  income  for  franchise 
rights  and  goodwill  is  projected  to  range  from  $50,000,000  to  $250,000,000. 


Presently,  funds  realized  from  the  initial  sale  of  stores  and  franchise  rights  can  be  estimated 
only  in  very  broad  terms,  from  $ 100-million  to  $300-million  as  summarized  below: 


Retail 

Low  range  High  range 

Store  inventories  at  retailers' 
estimated  cost 
Fixed  assets  at  book  value 
Franchise  rights  and  goodwill 

$104,600,000  $304,600,000 


$ 52,800,000  $ 52,800,000 

1,800,000  1,800,000 
50,000,000  250,000,000 


There  will  be  costs  for  the  sale  of  the  stores  and  divestiture  of  operations  which  would 
reduce  the  above  cash  availability.  We  did  not  attempt  to  quantify  these  costs  at  this  time. 

If  the  Commonwealth  divested  itself  of  the  wholesale  function  in  addition  to  retailing, 
there  would  be  an  additional  influx  of  one  time  revenue  estimated  at  $25,600,000,  equal 
to  the  inventory  at  cost  plus  excise  tax.  We  do  not  believe  that  the  State  will  be  able  to 
sell  its  goodwill  or  franchise  rights,  since  franchises  are  normally  granted  by  distillers. 

The  proceeds  from  the  sale  of  assets  and  goodwill  may  be  invested  to  provide  additional 
revenue  to  the  Commonwealth.  The  additional  revenue  has  not  been  included  in  any  of 
our  financial  projections. 

In  order  to  protect  the  rights  of  the  present  employees  of  the  Liquor  Control  Board 
it  may  be  advisable  to  include  in  the  agreements  of  sale  to  new  off-premise  licensees  such 
items  as: 


Agreement  of  the  new  owner  to  continue  contributions  to  the  pension 
fund 

Agreement  of  the  new  owner  to  give  preference  in  hiring  to  present 
employees. 

Another  method  of  assuring  pension  rights  would  be  to  utilize  the  interest  and/or  principal 
from  funds  realized  from  the  initial  sale  of  stores  and  franchise  rights  for  continuation  of 
pension  fund  contributions. 
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SECTION  X 


PROJECTION  OF  PENNSYLVANIA  LIQUOR  SALES 


A.  Introduction 


Projecting  is  the  ability  to  estimate  or  predict  a future  happening  or  condition 
or  past  happening  or  condition  under  altered  circumstances.  There  are  two  types  of 
analyses*  that  can  be  performed  in  projecting  sales: 

1 . Cross  Sectional  Analysis— which  deals  with  the  characteristics  of  sales  data  at  a given 
point  of  time. 

2.  Time  Series  Analysis— which  deals  with  variations  in  sales  data  over  a period  of 
time. 


This  report  makes  use  of  cross  sectional  analysis.  Utilizing  1971  demographic 
and  statistical  data,  inferences  are  drawn  relating  to  the  expected  per  capita  sales  of 
distilled  spirits  and  wine  which  would  have  occurred  in  1972  assuming  that  Pennsylvania 
had  been  operating  under  a privately-owned  package  store  enviroment  as  opposed  to 
one  which  is  state-owned  or  monopolistic  in  nature.  When  engaging  in  the  projecting 
of  sales,  sufficient  actual  historical  data  upon  which  to  base  the  construction  of  the 
model  must  be  available. 

We  were  severely  handicapped  in  this  respect  since: 

1.  no  other  states  had  converted  from  state-owned  to  privately-owned  operations  and, 
therefore,  there  was  no  precedent  upon  which  to  base  our  analysis; 

2.  there  was  no  way  to  quantify  adequately  the  effect  of  merchandising  under  both 
systems  of  operations; 

3.  much  of  the  data  in  the  analyses  are  forecasted  estimates  based  upon  the  1970 
Census  Study.  Therefore,  some  degree  of  error  has  been  introduced  into  the  data 
prior  to  the  construction  of  the  models. 


*Definition  and  explanation  of  technical  terminology  can  be  obtained  in  any  intermediate  statistics  textbook 
such  as  Freud,  Mathamatical  Statistics  and  Johnston,  Econometric  Methods, 
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However,  a set  of  mathematical  models  was  developed  which  are  not  only 
statistically  valid  but  which  also  are  both  logically  and  intuitively  consistent  with  other 
conclusions  which  we  arrived  at  independent  of  the  use  of  the  models. 

Table  12  on  the  following  page  summarizes  the  results  obtained  in  this  study. 
It  should  be  noted  that  the  District  of  Columbia,  Nevada,  New  Hampshire  and  Hawaii 
have  been  excluded  from  our  study  because  they  are  atypical  in  the  sense  that  their 
respective  per  capita  sales  figures  are  distorted  by  high  transient  influx  and  other  factors. 
Alaska  has  also  been  excluded  for  obvious  reasons. 

It  is  also  important  to  note  that  all  statistical  confidence  intervals  and 
probabilities  of  exceeding  various  levels  of  per  capita  sales  are  based  upon  using 
Pennsylvania's  adjusted  standard  error  of  the  means.  Although  we  realize  that  the  actual 
value  of  Pennsylvania's  standard  error  is  naturally  larger,  the  data  indicate  that  the 
utilization  of  Pennsylvania's  standard  error  would  be  misleading  whereas  the  use  of  its 
standard  error  of  the  means  appears  to  be  indicated. 

There  is  theoretical  justification  for  this  position,  since  we  are  considering  an 
average  effect  over  time. 
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TABLE  12 


PENNSYLVANIA  STATISTICAL  PROJECTION  SUMMARY 
OF  DISTILLED  SPIRITS  AND  WINE  INCREASES  IN  PER  CAPITA  SALES 

EXPECTED  PROJECTED  INCREASES  HAVING,  ON  THE  AVERAGE,  A 50% 
PROBABILITY  OF  BEING  EITHER  ABOVE  OR  BELOW  THE  STATED  VALUE 


MODEL  I 

Projection  of  distilled  spirit  sales  for  the 
United  States  (excluding  Nevada,  New 
Hampshire,  Alaska,  Hawaii  and  District 
of  Columbia). 

Projected  Pa.  total  increase 

in  per  capita  sales  30.60%^a^ 

Projected  Pa,  increase 

in  off-premise  per  capita 

sales  47.55%(b) 


MODEL  III 

Projection  of  distilled  spirit  sales  for 
states  with  privately-owned  package 
stores  (excluding  Nevada,  Alaska,  Hawaii 
and  Washington,  D C.). 

Projected  Pa,  total  increase 
in  per  capita  sales  42.9 1 

Projected  Pa.  increase  in 

off-premise  per  capita 

sales  66.59%(b) 


MODEL  II 

Projection  of  wine  sales  for  the  United 
States  (excluding  Nevada,  New 
Hampshire,  Alaska,  Hawaii  and  District 
of  Columbia). 

Projected  Pa.  total  increase 

in  per  capita  sales  60.1 2%^^ 

Projected  Pa.  increase 

in  off-premise  per  capita 

sales  69.51%(b) 


MODEL  IV 

Projection  of  wine  sales  for  states  with 
privately  - owned  package  stores 
(excluding  Nevada,  Alaska,  Hawaii  and 
Washington,  D.C.). 

Projected  Pa.  total  increase 

in  per  capita  sales  65.62%^ 

Projected  Pa.  increase  in 

off-premise  per  capita 

sales  75.92%(c) 


PROJECTED  INCREASES  HAVING,  ON  THE  AVERAGE, 
A 95%  PROBABILITY  OF  BEING  ACHIEVED 


Distilled  Spirits 

Projected  Pa.  total  increase 

in  per  capita  sales  32,47%(a) 

Projected  Pa.  increase  in 

off-premise  per  capita 

sales  50.41%(b) 


Wine 

Projected  Pa.  total  increase 

in  per  capita  sales  32.22%^a^ 

Projected  Pa.  increase  in 

off-premise  per  capita 

sales  37.25%<c) 
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(a)  Projection  is  based  upon  1971  data. 


(b)  Based  upon  an  adjusted  actual  figure  of  off-premise  sales  of  0.8946  gallons  per  capita 
calculated  by  dividing  1972  off-premise  distilled  spirits  sales  (10,716,911  gallons) 
by  total  distilled  spirits  sales  (16,639,800  gallons)  and  multiplying  the  ratio  by  actual 
gallon  per  capita  sales  of  1.389  Per  capita  projected  increases  are  subtracted  from 
the  actual  base  value  and  divided  by  the  off-premise  per  capita  base  to  arrive  at 
the  percentage  increases  presented  above. 

(c)  Based  upon  an  adjusted  figure  of  off-premise  sales  of  0.8805  gallons  per  capita 
calculated  by  dividing  1972  off-premise  wine  sales  (10,919,843  gallons)  by  total 
wine  sales  (12,625,218  gallons)  and  multiplying  the  ratio  by  actual  gallon  per  capita 
sales  of  1.018.  Per  capita  projected  increases  are  subtracted  from  the  actual  base 
value  and  divided  by  the  off-premise  per  capita  base  to  arrive  at  the  percentage 
increases  presented  above. 
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B.  Methodology 


The  statistical  technique  used  in  developing  the  various  sales  models  for 
Pennsylvania  was  multivariate  regression  analysis  (MRA).  Basically,  this  is  a method  which 
attempts  to  isolate  variables  which  have  a statistically  significant  effect  on  the  variable 
to  be  projected  (in  this  case  distilled  spirit  or  wine  sales  per  capita)  and  assigns  weights 
to  these  variables  in  order  to  be  able  to  make  a realistic  prediction,  given  any  reasonable 
set  of  values  of  the  variables. 

There  are  two  ways  by  which  the  regression  can  be  performed  and  statistically 
significant  variables  obtained: 

1 . Step-wise  forward — which  isolates  and  brings  into  the  model  a single  variable  at  a 
time.  The  variable  which  it  brings  into  the  model  at  each  step  is  the  one  which 
contributes  the  most,  compared  to  the  remaining  variables,  in  explaining  the 
variations  in  sales  given  the  variables  already  included  within  the  model. 

2.  Step-wise  in  reverse— which  initially  develops  a regression  equation  using  all  available 
variables  and  successively  eliminates  the  least  significant  variable.  The  variable  which 
it  eliminates  is  the  one  which,  compared  to  remaining  variables,  least  contributes 
to  explaining  the  variation  in  sales  given  the  variables  presently  appearing  within 
the  model. 

Depending  upon  which  of  the  methodologies  is  used,  either  the  additive  process 
of  the  former  or  the  elimination  process  of  the  latter,  it  is  possible  to  arrive  at  slightly 
different  conclusions.  This  is  due  to  the  fact  that  the  variables  are  not  entirely 
independent  of  one  another. 

Although  it  is  not  practical  to  test  every  combination  of  variables,  it  is  possible, 
by  developing  models  based  upon  both  the  step-wise  forward  and  step-wise  in  reverse 
methods,  to  increase  the  probability  of  constructing  a better  overall  predictive  model 
than  if  we  limited  the  analysis  to  the  use  of  a single  procedure. 
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C Variables 


The  predictive  ability  of  any  model  is  directly  a function  of  the  choice  of 
variables  used  in  constructing  the  model. 

A thorough  analysis  of  the  literature  coupled  with  the  expertise  of  the 
Pennsylvania  Liquor  Control  Board  and  several  outside  agencies  such  as  the  National 
Alcoholic  Beverage  Control  Association,  American  Wine  Association,  Distilled  Spirits 
Institute,  Wine  Institute,  etc.,  led  to  the  selection  of  the  fifteen  (15)  variables  presented 
in  Table  13.  Table  14  shows  the  statistical  data  base  used  as  an  input  to  the  multivariate 
regression  models. 

Prior  to  the  selection  of  the  above  mentioned  variables,  an  exhaustive  statistical 
analysis  was  made  of  the  relationships  of  numerous  variables  to: 

a.  distilled  spirits  sales  per  -capita 

b.  wine  sales  per  capita 

c.  one  another. 

It  was  found  that  many  variables  were  redundant  (in  the  sense  that  they  tended 
to  separately  explain  the  same  thing  and  collectively  reduce  the  validity  of  the  model) 
and  highly  correlated  among  themselves;  and  thus  had  to  be  eliminated  in  order  that 
they  would  not  adversely  affect  the  predictive  ability  of  the  models. 

The  correlation  matrices  of  the  final  set  of  variables  shown  in  Tables  15  and  16 
indicate  that  most  of  the  correlation  between  the  independent  variables  has  been 
eliminated. 
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TABLE  13 


VARIABLES  INCLUDED  IN  STATISTICAL  DATA  BASE 


Variable 

number 

1 Distilled  Spirit  Sales  Per  Capita  (1),  (2)— gallons  of  distilled  spirits  sold  divided 
by  population  as  forecasted  from  the  1970  census  (scaling  factor*  = 1.0) 

2 Wine  Sales  Per  Capita  (3),  (2)— gallons  of  wine  purchased  divided  by  population 
as  forecasted  from  the  1970  census  (scaling  factor  = 1.0) 

3 Proportion  of  Population  Which  is  White  (2)— (scaling  factor  = 10.0) 

4 Proportion  of  Population  Which  is  Male  (2)— (scaling  factor  = 10.0) 

5 Average  Effective  Buying  Income  Per  Household  (2) — effective  buying  income 

includes  wages,  salaries,  interest,  dividends,  profits  and  property  income;  minus 
federal,  state  and  local  taxes.  It  includes  (1)  net  cash  income  (2)  income  in- 
kind-payments  in  non-cash  goods  and  services,  such  as  food  and  housing,  and 
(3)  imputed  income-food  consumed  on  the  farm  that  produced  it  and  imputed 
rent  of  owner-occupied  housing.  This  figure  is  divided  by  the  number  of 
households,  including  a household  consisting  of  all  the  people  occupying  a 
house,  an  apartment  or  other  group  of  rooms,  or  a room  regarded  as  a housing 
unit  under  the  1970  census  rules  (scaling  factor  = 10,000) 

6 Proportion  of  Urban  Population  (2)— That  proportion  of  total  population  living 
in  urbanized  areas  and  in  places  of  2,500  inhabitants  or  more  outside  urbanized 
areas  (scaling  factor  = 10.0) 
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TABLE  13  (Continued) 


Variable 

number 

7 Sales  Activity  Index  (2)  a measure  of  the  per  capita  retail  sales  of  a state 
compared  with  that  of  the  nation.  It  is  found  by  dividing  a particular 
state's  percentage  of  the  U S.  retail  sales  by  its  percentage  of  U.S. 
population  (scaling  factor  = 10  0) 

8 Quality  Index  (2) — a market's  percent  of  the  national  population  can  be 
taken  to  represent  par  Divided  into  the  Buying  Power  Index,  it  yields 
the  Quality  Index,  which  shows  the  extent  to  which  the  market's  "quality" 
is  above  or  below  par  (represented  by  100,  scaling  factor  = 10.0) 

9 Buying  Power  Index  (2) — A weighted  index  that  converts  three  basic 
elements-population,  effective  buying  income  and  retail  sales-into  a 
measurement  of  a market's  ability  to  buy,  and  express  it  as  a percentage 
of  the  U S,  potential  It  is  calculated  by  giving  a weight  of  5 to  the  market's 
percent  of  the  U S Effective  Buying  Income,  3 to  its  percent  of  U.S. 
Retail  Sales  and  2 to  its  percent  of  U.S  Population.  The  total  of  these 
weighted  percentages  is  then  divided  by  10  to  arrive  at  the  Buying  Power 
Index  (scaling  factor  = 1 .0) 

1 0 Proportion  of  Population  Between  the  Ages  of  25-49  Inclusive  ( 2 )— ( scaling 
factor  = 10,0) 

1 1 Proportion  of  Population  18  years  of  age  and  over  (2) — (scaling 
factor  = 10.0) 

12  Proportion  of  Households  with  Income  less  than  $5,000  (2)— (scaling 
factor  = 10  0) 

13  Proportion  of  Households  with  Income  greater  than  SI 5,000  (2)— (scaling 
factor  = 10  0) 
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TABLE  13  (Continued) 


Variable 

number 

14  Number  of  People  Per  License  (1),  (2)— total  population  divided  by  the 
summation  on,  off  and  on-and-off  number  of  licenses,  (scaling  factor  = 1,000) 

15  Artificial  Variable-a  (0,1)  dummy  variable  where  0 is  used  to  identify 
privately-owned  states  and  1 is  used  to  identify  state-owned  states.  The  purpose 
of  this  variable  is  to  pick  up  any  difference  in  per  capita  sales  between 
privately-owned  and  state-owned  retailing  which  cannot  be  attributed  to  the 
above  independent  variables  (variable  numbers  3 through  14).  Such  factors 
as  the  influence  of  tourism,  the  effect  of  merchandising  under  a privately-owned 
enviroment,  etc.  will  be  incorporated  into  this  variable's  regression  coefficient 
(scaling  factor  = 1 .0) 

(1)  The  Liquor  Handbook,  Gavin-Jobson  Publication,  1972 

(2)  Sales  Management,  Bill  Publication,  July  10,  1972 

(3)  The  Wine  Marketing  Handbook,  Gavin-Jobson  Publication,  1972 


*The  scaling  factor  is  that  constant  which  is  divided  into  all  the  states'  values  of  a given  variable  in 
order  to  normalize  the  data.  As  a result,  errors  resulting  from  computer  rounding  will  be  minimized. 


90 


D.  Statistical  Models 


It  was  necessary  to  develop  four  (4)  models  in  order  to  validate  and  describe 
adequately  changes  expected  to  occur  in  off-premise  distilled  spirit  and  wine  sales  if 
privately-owned  package  stores  had  replaced  state-owned  stores  in  Pennsylvania. 

The  first  two  models  comprise  the  United  States  (excluding  Nevada,  New 
Hampshire,  Alaska,  Hawaii  and  District  of  Columbia)  whereas  the  last  two  models 
comprise  states  with  privately-owned  package  stores  only.  The  general  objectives  were 
to: 

1.  Use  the  first  two  models  to  both  validate  the  methodology  and  to  predict  the 
Commonwealth  of  Pennsylvania's  1971  level  of  distilled  spirit  and  wine  activity  under 
state  ownership,  compare  the  results  to  actual  data,  and  account  for  whatever 
discrepancies  might  exist. 

2.  Use  models  III  and  IV  to  project  changes  in  per  capita  sales  volume  resulting  from 
transfer  of  Pennsylvania's  package  stores  to  private  ownership. 

3.  Develop  exceedence  curves  at  various  confidence  levels  to  indicate  the  statistical 
probabilities  that  the  store  will,  on  the  average,  achieve  various  levels  of  increase 
of  distilled  spirit  and  wine  sales  per  capita. 

The  details  of  the  four  models  along  with  their  respective  explanatory  text 
are  presented  in  the  following  section. 
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Distilled  Wine  Income  Sales  Buying  X X Pop.  X House  X House  No.  of 

Spirit  Sales  Sales  X X per  X Urban  Activity  Quality  Power  Ages  Age  18  less  $15,000  people/  Artif 

STATES  (GAL/CAP)  (GAL/CAP)  White  Male  Household  Population  index  Index  Index  25-49  Yr.  + $5,000  and  up  license  var. 
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NOTE  data  has  been  scaled  for  computation  purposes 
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TABLE  19 

CORRELATION  MATRIX 


FOR  THE  UNITED  STATES 
(Excluding  Nevada,  New  Hampshire,  Alaska, 
Hawaii  and  Washington,  D.C.) 


Distilled  Spirit 

Sales  Per  Capita 
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-0.027 
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21 
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TABLE  16 

CORRELATION  MATRIX 

FOR  STATES  WITH  PRIVATELY  OWNED  RETAILING 


(Excluding  Nevada, 

Alaska,  Hawaii  and  Washington,  D.C 

.) 
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MODEL  I 


DISTILLED  SPIRITS  PER  CAPITA  SALES  FOR  THE  UNITED  STATES 


This  model  (Figure  1)  indicates  that  Pennsylvania's  expected  potential  sales, 
even  under  a state‘*-owned  environment,  of  1 814  gallons  per  capita  is  much  greater 
than  the  actual  value  of  1 389  gallons  per  capita  which  had  existed  in  1971.  In 
other  words,  considering  the  eight  variables  (numbers  3,  5,  6, 
8,  10,  13,  14  and  15)  and  their  respective  effects  upon  per  capita  sales  on  all 
forty-six  (46)  states  included  in  the  model,  Pennsylvania  shows  up  as  an 
underachiever.  This  may  be  the  result  of  the  following  four  factors: 

1.  Pennsylvania's  philosophy  towards  the  retail  sale  of  distilled 
spirits  and  wine  has  been,  since  1933,  one  of  inhibition 
based  upon  a widespread  assumption  of  deleterious  effects 
of  these  goods  0)>  (-) 

2.  As  a result  of  the  above,  Pennsylvania's  merchandising  has 
not  reflected  the  customer -orientation  characteristic  of 
modern  retailing.  This  can  be  seen  by  contrasting 
Pennsylvania's  projected  sales  with  New  Hampshire  and 
Vermont,  whose  state-operated  stores  have  adopted 
aggressive  merchandising  philosophies  to  become 
overachievers.  0)>  (-) 

3.  Pennsylvania's  prices  are  not  competitive  with  those  of  its 
neighboring  states. 

4.  In  comparison  to  the  other  states  in  the  model. 

Pennsylvania  appears  to  fall  short  of  its  demographic 
potential. 


(1)  The  Liquor  Control  System  of  the  Commonwealth-A  Report  to  The 
Governor,  Governor's  Liquor  Code  Advisory  Committee 

(2)  The  Alcoholic  Beverage  Industry;  Social  Attitudes  & Economic  Progress, 
Licensed  Beverage  Industries,  Inc.,  1971 
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DISTILLED  SPIRIT  PER  CAPITA  SALES  FOR  THE  UNITED  STATES 


(Excluding  Nevada,  New  Hampshire,  Alaska,  Hawaii  and  Washington,  D.C.) 


A 
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“2.69004 
1.37347 
2.67173 
-2.43284 
“1. 7 41 u 8 
- 1 . 7 u 0 8 6 


BETA  COEF. 
-0.45010 
2.20220 
0.4-0030 

0.33720 
0 . 4 5 9 5 o 
-2.17317 
-0.24443 
-0.24112 


I INTERCEPT 

. 1JLT  I RLE  C0RRF. LAT  I ON 
STD.  ERROR  OF  ESTIMATE 


SOURCE  OF  VARIATION 
ATTRIBUTABLE  TO  REGRESS 
DEV  I AT  I 00  FRO,!  REGRESS  I 

TOTAL 


-7.0  5 3 4 3 

0.74233 

(ADJUSTED  R = 

0.68445) 

0.36881 

(ADJUSTED  3E= 

0.40113) 

i s or  - / -v  ,i  a . . 

CE  FOR  T! ! E OF.G  U 

ASS (O’ 

D.F. 

SUM  OF  SQ. 

MEAN  SQ. 

1 OR 

6.173 

0.772 

)R  3 7 

5.027 

0.136 

4 5 

11.200 

WHERE: 

A 

Y = Projected-  (estimated)  Distilled  Spirit  Per  Capita  Sales. 
X^  * Proportion  white  population 

X^  = Average  effective  buying  income  per  household 
X^  = Proportion  urban  population 
Xg  = Quality  Index 

Xiq=  Proportion  of  People  Between  the  ages  of  25-49  inclusive 
X-^2=  Proportion  of  households  with  Income  greater  than  $15,000 
X-]^=  Number  of  People  per  license 
Xi5=  (0,1)  Dummy  Variable 

and  the  Bi’s  are  the  regression  coefficients  stated  above  with  Bq 
equaling  the  intercept  of  the  hyperplane. 


VALUE 

5.673 
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TABLE  17 
MODEL  I 


PROJECTED  vs.  ACTUAL  DISTILLED  SPIRITS  PER  CAPITA  SALES 
FOR  THE  UNITED  STATES  BY  STATE 


(Excluding  Nevada,  New  Hampshire,  Alaska,  Hawaii  and  Washington,  D.  C.) 


ACTUAL 

PROJECTED** 

STATE 

PER  CAPITA 

PER  CAPITA 

NO 

STATE 

SALES 

SALES 

RESIDUAL 

Privately-owned 

Retailing 

1 

Arizona 

1 741 

1,733 

0.008 

2 

Arkansas 

0.928 

1.130 

-0.202 

3 

California 

2.295 

2.104 

0.191 

4 

Colorado 

2 038 

1.896 

0.142 

5 

Connecticut 

2.360 

2.558 

-0.198 

6 

^Delaware 

2.941 

2.283 

0.658 

7 

Florida 

2.586 

1,609 

0.977 

8 

Georgia 

1 744 

1.931 

-0.187 

9 

Illinois 

2.268 

2,176 

0.092 

10 

Indiana 

1,140 

2.025 

-0.885 

11 

Kansas 

1.149 

1.866 

-0.717 

12 

Kentucky 

1 353 

1.348 

0.005 

13 

Louisiana 

1 429 

1.631 

-0.202 

14 

*Maryland 

2.326 

2.260 

0.066 

15 

Massachusetts 

2.262 

2.110 

0.152 

16 

Michigan 

1.700 

2.024 

-0.324 

17 

Minnesota 

1.944 

1.692 

0.252 

18 

Mississippi 

1.202 

1.184 

0.018 

19 

Missouri 

1.557 

1.789 

-0,233 

20 

Nebraska 

1.677 

1.796 

-0  1 19 

21 

*New  Jersey 

2.236 

2.186 

0.050 

22 

New  Mexico 

1.476 

1,135 

0.341 

23 

*New  York 

2.348 

2.210 

0.138 

24 

North  Dakota 

1.710 

1,663 

0.047 

25 

Oklahoma 

1.332 

1 361 

-0.029 

26 

Rhode  Island 

1.987 

1,796 

0,191 

27 

South  Carolina 

1.944 

1.940 

0.004 

28 

South  Dakota 

1 582 

1.551 

0.031 

29 

Tennessee 

0 988 

1 ,330 

-0  342 

30 

Texas 

1.247 

1.558 

-0.311 

31 

Wisconsin 

2.033 

1 715 

0.318 

32 

Wyoming 

0.904 

1 836 

-0.932 

State-owned  Retailing 

33 

Alabama 

1.240 

1.048 

0.192 

34 

Idaho 

1.231 

1,433 

-0.202 

35 

Iowa 

1.165 

1.405 

-0.240 

36 

Maine 

1.640 

1.850 

-0.210 

37 

Montana 

1.698 

1.552 

0.146 

38 

North  Carolina 

1.491 

1,333 

0.158 

39 

*Ohio 

1.307 

1.696 

-0.389 

40 

Oregon 

1 499 

1.653 

-0.154 

41 

Pennsylvania 

1.389 

1.814 

-0,425 

42 

Utah 

0.883 

0.794 

0.089 

43 

Vermont 

2.868 

2.001 

0.867 

44 

* Virginia 

1.670 

1.675 

-0.005 

45 

Washington 

1.749 

1.644 

0.105 

46 

*West  Virginia 

1.256 

1.189 

0.067 

* States  bordering  Pennsylvania 

**  These  are  the  expected  values,  and  as  such,  there  is  a 50%  probability  of  being  either 
above  or  below  the  stated  values.  r, 
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FIGURE  2 
MODEL  I 


PROJECTED  vs.  ACTUAL  DISTILLED  SPIRIT  PER  CAPITA  SALES  FOR  THE  UNITED  STATES 

(Excluding  Nevada,  New  Hampshire,  Alaska,  Hawaii  and  Washington,  D.C.) 

0 = States  bordering  Pennsylvania 
^ = Pennsylvania 


NOTE:  Refer  to  Table  17  for  state  names  associated  with  numbers 
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Analyzing  the  projections  of  Pennsylvania's  neighboring  states:  it  is  evident 
that  Maryland,  New  Jersey,  Virginia,  and  West  Virginia  are  quite  close  to  actual 
performance;  Delaware  and  New  York's  predictions  are  slightly  lower  than  actual, 
which  may  be  a result  of  the  fact  that  they  are  states  with  privately-owned  retailing, 
bordering  a state  having  state-owned  retailing  coupled  with  passive  merchandising: 
Ohio's  projection  is  significantly  higher  than  actual,  which  places  it  in  an 
underachiever  category,  along  with  Pennsylvania. 

Other  states  in  the  model  have  either  been  accurately  projected,  or,  if  a major 
discrepancy  exists,  such  disparity  has  been  adequately  explained.  The  one  exception 
to  the  rule  is  Indiana,  whose  significantly  high  prediction  has  not  been  rationally 
explained. 

It  is  interesting  to  note  that  the  expected  difference  between  privately-owned 
and  state-owned  retailing  (as  indicated  by  the  (0,  1)  artificial  variable)  which  is 
not  explained  by  the  inclusion  of  the  demographic  and  financial  data  is 
-0.25858  gallons  per  capita  (variable  15)  versus  an  actual  difference  between  the 
average  privately  owned  and  the  average  state -owned  retailing  operation  of 
0.287  gallons  per  capita. ^ That  is  to  say  that  the  average  state-owned  retailing 
operation  is  0.25858  gallons  per  capita  less  than  its  privately-owned  counterpart 
after  considering  the  quantifiable  data  appearing  in  the  statistical  data  base.  This 
difference  can  be  attributed  to  such  factors  as  merchandising,  tourism,  and  other 
demographic,  financial  and  statistical  data  which  were  unattainable. 


(3)  Note  that  the  average  per  capita  gallon  sales  of  either  privately-owned 
or  state-owned  retailing  is  the  summation  of  per  capita  gallon  sales  for 
a given  group  divided  by  the  number  of  states  comprising  the  group; 
that  is  different  from  total  per  capita  gallon  sales  for  a particular  group 
which  equals  the  total  number  of  gallons  sold  divided  by  the  total 
population  of  that  group 
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A number  of  interesting  inferences  can  be  made  regarding  the  variables  included 
within  the  model. 

First,  the  proportion  of  white  population  is  inversely  related  to  distilled  spirits 
sales.  This  means  that,  on  the  average,  an  increase  in  the  proportion  of  white  people 
residing  in  a state  will  have  a negative  effect  upon  sales. 

Second,  average  effective  buying  income  per  household  is  the  variable  which 
has  the  highest  positive  correlation  to  sales.  This  is  to  be  expected. 

Third,  the  proportion  of  urban  population  is  negatively  correlated  with  sales. 
Inasmuch  as  other  studies  contradict  each  other  on  this  point,  one  must  conclude 
that  the  result  is  a function  of  the  data  employed. 

Next,  the  quality  index  is  directly  related  to  sales.  Since  this  is  a function 
of  buying  income,  retail  sales,  and  U.S.  population,  this  result  seems  reasonable. 

The  proportion  of  people  between  the  ages  of  25-49  is  also  directly  related 
to  sales.  This  result  is  supported  by  a number  of  studies  which  state  that  the 
greatest  proportion  of  consumers  appears  in  this  age  bracket. 

The  proportion  of  households  with  income  greater  than  $15,000  is  negatively 
correlated  to  sales.  This  agrees  with  the  negative  correlation  to  the  proportion  of 
white  population  since  most  non-whites  are  proportionately  higher  in  the  lower 
middle  and  lower  income  classes.  However,  it  may  also  be  a correction  factor  to 
variable  5 (average  effective  buying  income  per  household).  That  is  to  say  that  as 
income  increases  sales  increase  at  a lesser  rate. 

Lastly,  the  proportion  of  people  per  license  is  inversely  related  to  sales  indicating 
that  many  states  have  more  than  the  optimum  number  of  total  licenses. 
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MODEL  II 


WINE  PER  CAPITA  SALES  FOR  THE  UNITED  STATES 
(Excluding  Nevada,  New  Hampshire,  Alaska,  Hawaii  and  Washington,  D.C.) 

This  model  (Figure  3),  as  did  Model  I,  projects  Pennsylvania  as  being  an 
underachiever.  Its  potential  predicted  sales  are  1.630  gallons  per  capita  compared  with 
actual  per  capita  sales  of  1.018  gallons. 

In  analyzing  the  predictions  of  Pennsylvania's  neighboring  states— Maryland  and 
New  York  have  been  accurately  projected;  Delaware,  Ohio,  Virginia  and  West  Virginia 
are  projected  at  values  higher  than  their  respective  actual  figures  while  New  Jersey's 
estimate  is  lower  than  its  actual  per  capita  sales  volume. 

In  addition  to  the  reasons  for  the  discrepancies  mentioned  in  the  previous 
section,  another  factor  contributing  to  the  differences  between  actual  and  projected  figures 
is  that  the  standard  error  of  the  means  for  wine  sales  volume  is  larger  than  that  for 
distilled  spirits  (0.52704  gallons  per  capita  versus  0.40113  gallons  per  capita).  It  is  also 
a larger  percentage  of  the  actual  average  gallon  per  capita  sales  volume  (45.24%  versus 
23.50%). 


It  is  interesting  to  note  that  this  model  detects  no  significant  difference  between 
the  per  capita  wine  sales  volume  of  states  with  privately-owned  versus  those  of  state-owned 
retailing;  statistically,  the  artificial  variable  is  not  significant.  This  is  verified  by  looking 
at  the  actual  average  per  capita  wines  sales  volume  in  states  with  privately-owned  retailing 
(1,182  gallons/capita)  as  compared  to  the  actual  wine  sales  in  states  with  state-owned 
retailing  (1,126  gallons/capita).  The  difference  of  0.056  gallons/capita  is  not  statistically 
significant  and  can  be  attributed  to  random  disturbance  (refer  to  Footnote  3). 

As  in  Model  I,  this  model  also  finds  average  effective  buying  income  per 
household  has  the  highest  correlation  to  per  capita  sales. 

The  same  relationships  hold  for  variables  10,  13.  14;  which  are  respectively, 
proportion  of  people  between  the  ages  of  25-49  inclusive,  proportion  of  households  with 
income  greater  than  $15,000,  and  number  of  people  per  license. 

The  quality  index  appears  in  Model  I and  not  in  Model  II.  This  is  explained 
by  the  fact  that  the  quality  index  is  actually  the  buying  power  index  divided  by  a state's 
percent  of  the  national  population,  They,  therefore,  to  some  degree,  are  measures  of 
the  same  thing.  Likewise,  the  sales  activity  index  is  a component  of  the  buying  power 
index. 


101 


FIGURE  3 
MODEL  II 


WINE  PER  CAPITA  SALES  FOR  THE  UNITED  STATES 
(Excluding  Nevada,  New  Hampshire,  Alaska,  Hawaii  and  Washington,  D.C.) 


/s 

Y = 


B0  4-  B5X5  + B7X7  + B9X9  + JQX10 


+ ?2X 


12 


+ ?3X13+  f 4 


X 


14 


VARIABLE 

REG. COEF. 

STD. ERROR  COEF 

5 

15.74364 

8.43860 

7 

0.07150 

0.05177 

9 

0.07312 

0.04151 

10 

2 0 4032  7 

0.8C075 

12 

0.77322 

0.60720 

13 

-4.64252 

2.22916 

14 

-0.05571 

0.03248 

COMPUTED  T 
1.86638 
1.38111 
1.76153 
3.00127 
1.27341 
-2.08263 
-1.71508 


BETA  COEF. 
3.48233 
0.13511 
0 . 2 7 ID 
0.5516 
0.90874 
-2.79482 
-0.23133 


INTERCEPT  -18 .96328 

MULTIPLE  CORRELATION  0.69498  (ADJUSTED  R = 0.63518) 

STD.  ERROR  OF  ESTIMATE  0.43065  (ADJUSTED  SE=  0.52704) 


ANALYSIS  OF 
SOURCE  OF  VARIATION 
ATTRIBUTABLE  TO  REGRESSION 
DEVIATION  FROM  REGRESSION 

TOTAL 


VARIANCE 

FOR  THE  REGRE 

SS  ION 

D.F. 

SUM  OF  SQ. 

MEAN  SQ 

7 

8.546 

1.221 

38 

9.148 

0.241 

45 

17.694 

F 


WHERE: 

A 

Y = Projected  (estimated)  Wine  Per  Capita  Sales. 
X5  = Average  Effective  Buying  Income  Per  Household 


X-j  = Sales  Activity  Index 
X9  = Buying  Power  Index 

X^q=  Proportion  of  People  Between  the  Ages  of  25-49  Inclusive 
X^2=  Proportion  of  Households  with  Income  Less  than  $5,000. 

X-i2=  Proportion  of  Households  with  Income  Greater  than  $15,000. 


X^4=  Number  of  People  per  License 


and  the  B^'s  are  the  regression  coefficients  stated  above  with  Bq 
equalling  the  intercept  of  the  hyperplane. 


VALUE 

5.071 
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TABLE  18 
MODEL  II 


PROJECTED  vs.  ACTUAL  WINE  PER  CAPITA  SALES 
FOR  THE  UNITED  STATES  BY  STATE 


(Excluding  Nevada,  New  Hampshire,  Alaska,  Hawaii  and  Washington,  D.  C ) 


ACTUAL 

PROJECTED* ** 

STATE 

PER  CAPITA 

PER  CAPITA 

NO, 

STATE 

SALES 

SALES 

RESIDUAL 

Privately-owned  Retailing 


1 

Arizona 

1.595 

1.394 

0.201 

2 

Arkansas 

0.624 

0.439 

0.185 

3 

California 

3.156 

2.220 

0.936 

4 

Colorado 

1.722 

1.656 

0.066 

5 

Connecticut 

1.690 

1.777 

-0.087 

6 

*Delaware 

1.075 

1.516 

-0.441 

7 

Florida 

1.564 

1.259 

0.305 

8 

Georgia 

0.562 

0.531 

0.010 

9 

Illinois 

1.452 

1,610 

-0.158 

10 

Indiana 

0,605 

1.287 

-0.682 

1 1 

Kansas 

0.478 

1.168 

-0.690 

12 

Kentucky 

0.458 

0.942 

-0.483 

13 

Louisiana 

1.471 

0.824 

0.646 

14 

* Mary  land 

1.293 

1.310 

-0.017 

15 

Massachusetts 

1.737 

1.575 

0.162 

16 

Michigan 

1.259 

3.331 

-0.077 

17 

Minnesota 

0.911 

1.174 

-0.263 

18 

Mississippi 

0.458 

0.106 

0.352 

19 

Missouri 

0.863 

1.302 

-0.439 

20 

Nebraska 

0.739 

0.962 

-0.223 

21 

*New  Jersey 

1.949 

1 664 

0.285 

22 

New  Mexico 

1,701 

0.722 

0.980 

23 

*New  York 

2.088 

2.036 

0.053 

24 

North  Dakota 

0.563 

0.681 

-0.1 18 

25 

Oklahoma 

0.803 

0.984 

-0.181 

26 

Rhode  Island 

2.134 

1.466 

0.668 

27 

South  Carolina 

0.861 

0.952 

-0.091 

28 

South  Dakota 

0.722 

0.484 

0.238 

29 

Tennessee 

0.481 

0.986 

-0.504 

30 

Texas 

0.867 

1.505 

-0.638 

31 

Wisconsin 

1 , 1 25 

1,090 

0.035 

32 

Wyoming 

0.822 

1.255 

-0.433 

State-owned 

Retailing 

33 

Alabama 

0.431 

0 554 

-0.123 

34 

Idaho 

1.168 

1,133 

0.034 

35 

Iowa 

0.334 

0,811 

-0.477 

36 

Maine 

1.856 

1.393 

0.463 

37 

Montana 

0.669 

1.080 

-0.41 1 

38 

North  Carolina 

0.904 

0,618 

0.285 

39 

*Ohio 

0.976 

1,494 

-0.518 

40 

Oregon 

2.084 

1.366 

0.717 

41 

Pennsylvania 

' 1.018 

* 1 .630 

-0.613 

42 

Utah 

0.636 

0.641 

-0.006 

43 

Vermont 

2.130 

1.259 

0.871 

44 

* Virginia 

1.066 

1.352 

-0.286 

45 

Washington 

2.015 

1.270 

0.745 

46 

*West  Virginia 

0.481 

0.789 

-0.308 

* States  bordering  on  Pennsylvania 

**  These  are  the  expected  values,  and  as  such,  there  is  a 50%  probability  of  being  either 
above  or  below  the  stated  values. 
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FIGURE  4 
MODEL  II 


PROJECTED  vs.  ACTUAL  WINE  PER  CAPITA  SALES  FOR  THE  UNITED  STATES 
(Excluding  Nevada,  New  Hampshire,  Alaska,  Hawaii  and  Washington,  D.C.) 

0=  States  bordering  Pennsylvania 
4 = Pennsylvania 


NOTE:  Refer  to  Table  18  for  state  names  associated  with  numbers 


i na 


As  in  Model  1,  this  model  also  finds  average  effective  buying  income  per 
household  has  the  highest  correlation  to  per  capita  sales. 

The  same  relationships  hold  for  variables  10,  13,  14;  which  are  respectively, 
proportion  of  people  between  the  ages  of  25-49  inclusive,  proportion  of  households  with 
income  greater  than  $15,000,  and  number  of  people  per  license. 

The  quality  index  appears  in  Model  I and  not  in  Model  II.  This  is  explained 
by  the  fact  that  the  quality  index  is  actually  the  buying  power  index  divided  by  a state's 
percent  of  the  national  population  They,  therefore,  to  some  degree,  are  measures  of 
the  same  tiling.  Likewise,  the  sales  activity  index  is  a component  of  the  buying  power 
index 


Lastly,  the  proportion  of  households  with  income  less  than  $5,000  is  directly 
related  to  sales.  This  accounts  for  the  fact  that  the  top  selling  brands  are  inferior  wines 
which  are  most  likely  purchased  by  low  income  people 
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MODEL  III 


DISTILLED  SPIRIT  PER  CAPITA  SALES  FOR 
STATES  WITH  PRIVATELY-OWNED  RETAILING 

(Excluding  Nevada,  Alaska,  Hawaii  and  Washington,  D.C.) 

This  model  (Figure  5),  projects  1,985  gallons  per  capita  sales  for  Pennsylvania. 
This  is  an  overall  increase  of  42.91%*  in  distilled  spirit  sales  volume.  Assuming  that 
the  total  increase  of  0.596  gallons  per  capita  over  the  1971  base  year  figure  of 
1 .389  gallons  per  capita  is  entirely  attributable  to  off-premise  sales  and  further  assuming 
that  there  will  be  no  appreciable  change  in  on-premise  sales,  the  expected  off-premise 
increase  is  predicted  as  66.59%*.  However,  the  majority  of  this  increase  does  not  result 
from  changing  from  a state-owned  to  a privately-owned  retailing  system.  As  was  stated 
under  Model  I,  Pennsylvania,  operating  under  state-owned  retailing,  is  an  underachiever 
as  compared  to  other  state-owned  retailing  operations. 

The  total  increase  from  the  1971  level  can  thus  be  partitioned  into  two 

segments: 

1.  The  first  segment  is  the  expected  increase  due  to  Pennsylvania's  achieving  its  true 
demographic  potential  of  1.814  gallons  per  capita  and  recapturing  the  market  lost 
to  bordering  states  under  a state-owned  system.  This  is  an  increase  of  (1.814-1.389) 
or  0.425  gallons  per  capita. 

2.  The  second  segment  is  the  expected  increase  resulting  from  other  factors  not 
specifically  included  with  the  statistical  data  base;  such  as  merchandising,  pricing, 
and  other  unattainable  demographic,  financial  and  statistical  data.  This  additional 
increase  is  (1,985-1.814)  or  0.171  gallons  per  capita. 


There  is  a 50%  probability  associated  with  either  being  above  or  below  this  value. 
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MODEL  III 


DISTILLED  SPIRIT  PER  CAPITA  SALES  FOR  STATES  WITH  PRIVATELY  OWNED  RETAILING 

(Excluding  Nevada,  Alaska,  Hawaii,  and  Washington,  D.C.) 


?=  bo  + b5x5  + 


foX10+  !2 


14 


VAR 


A BLE 


M 


5 

10 

14 


REG.COEF. 

1.13032 

1.03870 

-0.10774 


> rrn-'>r\n 

Um  1.  t \ I \ W 1 \ 


CJt 


0 . 5 j 2 5 0 
0.5500 0 
0 . 0 u 4 j 7 


COiiPUTED  T 
1.70180 

10  n o 7 O 
• O o o / L 

- 1 . G 7 5 / 1 


3 E I A C 0 E F . 

n t - ».  -»  o 

J • Jo4ju 

0.32840 


o \j  / 


INTERCEPT 

.MULTIPLE  CORRELATION 
oTD.  ERROR  OF  ESTIMATE 
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/-  • J U S'-  /.  ' ^ 

0.73175 

0.35372 
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( ADJUSTED  3E: 


0.70332) 
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SOURCE  OF  VARIATION 


o r 

■J  i 


ATTRIBUTABLE  TO  REGRESSION 
DEVIATION  FROi’i  REGRESSION 

TOTAL 


VARIANCE  FOR  THE  REGRESSION 


D.  F. 

3 

O 'A 

_ U 

31 


or 

.j  iJi 


OF  SO., 
4 . 0 u 4 
3.5  43 
7.027 


1 c. A N SO,, 
1.381 
0 . 1 2 7 


F VALUE 
10.752 


WHERE: 

A. 

Y = Projected  (estimated)  Distilled  Spirit  Per  Capita  Sales 
X5  = Average  Effective  Buying  Income  per  Household. 

X10=  Proportion  of  People  Between  the  Ages  of  25-49  Inclusive 
X^=  Number  of  People  Per  License 

and  the  B^'s  are  the  regression  coefficients  stated  above  with  Bq 
equalling  the  intercept  of  the  hyperplane. 
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TABLE  19 
MODEL  III 


PROJECTED  vs.  ACTUAL  DISTILLED  SPIRITS  PER  CAPITA  SALES 
FOR  STATES  WITH  PRIVATELY-OWNED  RETAILING 


(Excluding  Nevada,  New  Hampshire,  Alaska,  Hawaii  and  Washington,  D C.) 


STATE 

NO 

STATE 

ACTUAL 

PER  CAPITA 
SALES 

PROJECTED** 
PER  CAPITA 
SALES 

RESIDUAL 

1 

Arizona 

1.741 

1.830 

-0.089 

2 

Arkansas 

0.928 

1.163 

-0.235 

3 

California 

2.295 

2.290 

0.005 

4 

Colorado 

2.038 

1.998 

0.040 

5 

Connecticut 

2.360 

2.416 

-0.056 

6 

^Delaware 

2.941 

2.187 

0.755 

7 

Florida 

2.586 

1.558 

1.028 

8 

Georgia 

1.744 

1.696 

0.048 

9 

Illinois 

2.268 

2.226 

0.042 

10 

Indiana 

1.140 

1.899 

-0.759 

11 

Kansas 

1.149 

1.746 

-0.597 

12 

Kentucky 

1.353 

1.477 

-0.124 

13 

Louisiana 

1.429 

1.683 

-0.254 

14 

*Maryland 

2.326 

2.148 

0.178 

15 

Massachusetts 

2.262 

2.072 

0.190 

1 6 

Michigan 

1.700 

2.044 

-0.344 

17 

Minnesota 

1.944 

1.728 

0.126 

18 

Mississippi 

1.202 

1.037 

0.164 

19 

Missouri 

1.557 

1.682 

-0.125 

20 

Nebraska 

1.677 

1.685 

-0.008 

21 

*New  Jersey 

2.236 

2.443 

-0.207 

22 

New  Mexico 

1.476 

1.702 

-0.226 

23 

*New  York 

2.348 

2.342 

0.006 

24 

North  Dakota 

1.710 

1.643 

0.066 

25 

Oklahoma 

1.332 

1.327 

0.004 

41 

***Pennsylvania 

1.389 

1.985 

-0.596 

26 

Rhode  Island 

1.987 

1.931 

0,055 

27 

South  Carolina 

1.944 

1.511 

0.433 

28 

South  Dakota 

1.582 

1.565 

0.018 

29 

Tennessee 

0.988 

1.103 

-0.115 

30 

Texas 

1.247 

1.688 

-0.441 

31 

Wisconsin 

2.033 

1.814 

0.218 

32 

Wyoming 

1.904 

1.789 

0.1 15 

States  bordering  Pennsylvania 

These  are  the  expected  values,  and  as  such,  there  is  a 50%  probability  of  being  either 
above  or  below  the  state  values. 

Projected  as  if  privately-owned  retailing  existed. 
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FIGURE  6 
MODEL  III 


PROJECTED  vs.  ACTUAL  DISTILLED  SPIRIT  PER  CAPITA  SALES 
FOR  STATES  WITH  PRIVATELY  OWNED  RETAILING 
(Excluding  Nevada,  Alaska,  Hawaii  and  Washington,  D.C.) 


0 = States  bordering  Pennsylvania 
•A  = Pennsylvania 


NOTE:  Refer  to  Table  19  for  state  names  associated  with  numbers 
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The  expected  increase  solely  resulting  from  switching  to  private  ownership, 
assuming  all  other  factors  remain  unchanged,  is  therefore  (0.171/1.389)  or  12.31%  of 
overall  distilled  spirit  sales.  Again,  assuming  that  the  total  increase  is  solely  a result 
of  increasing  off-premise  sales,  the  off-premise  increase  in  sales  is  (0.171/0.8946)  or 
19.11%. 


It  is  interesting  to  note  that  applying  both  step-wise  forward  and  step-wise 
in  reverse  regression  analyses  yield  the  same  results,  further  confirming  the  validity  of 
the  variables  selected. 

Three  variables  are  included  in  this  model,  namely  1 ) average  effective  buying 
income  per  household,  2)  proportion  of  people  between  the  ages  of  25-49  inclusive, 
and  3)  number  of  people  per  license.  These  three  variables  also  appeared  in  Model  I, 
and  the  earlier  interpretation  is  applicable  here. 

As  to  the  rationale  for  the  fact  that  other  variables  appeared  in  Model  I and 
they  do  not  appear  in  this  model,  the  only  plausible  reason  is  that,  where  distilled  spirits 
are  concerned,  the  merchandising  effectiveness,  availability  and  presentability  associated 
with  privately-owned  retailing  transcends  much  of  the  demographic  limitations  inherent 
within  state-owned  retailing  operations. 
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MODEL  IV 


WINE  PER  CAPITA  SALES  FOR  STATES 
WITH  PRIVATELY-OWNED  RETAILING 

(Excluding  Nevada,  Alaska,  Hawaii  and  Washington,  D.C  ) 

This  model  (Figure  7,  page  112)  projects  1,686  gallons  per  capita  sales  for 
Pennsylvania.  This  is  an  overall  increase  in  wine  sales  volume  of  65.62  percent.  Again, 
assuming  that  the  total  increase  can  be  attributed  to  off-premise  sales  with  no  appreciable 
change  in  on-premise  sales,  the  total  increase  of  0.612  gallons  per  capita  above  the  1971 
level  of  1.018  gallons  per  capita  can  be  related  to  off-premise  sales,  thereby  making 
the  expected  off-premise  increase  equal  to  75.92%. 

As  was  discussed  in  the  previous  model,  this  increase  can  be  partitioned  into 
(a)  the  increase  due  to  a large  extent  to  losing  a portion  of  the  market  to  our  bordering 
states  and  inability  to  achieve  our  demographic  potential  and  (b)  the  increase  mostly 
resulting  from  shifting  to  a privately-owned  retailing  environment. 

The  former  increase  is  (1.630-1.018)  or  0.425  gallons  per  capita,  while  the 
latter  is  (1.686-1.630)  or  0.056  gallons  per  capita.  The  expected  increase  solely  resulting 
from  switching  to  a privately-owned  retailing  system,  assuming  all  other  factors  remain 
unchanged,  is  therefore  (0.056/1.018)  or  5.50%  of  overall  wine  sales.  Again,  assuming 
that  the  total  increase  is  solely  a result  of  increasing  off-premise  sales,  the  expected 
off-premise  increase  in  sales  is  (0.056/0.8805)  or  6.36%, 

It  is  interesting  to  note  that  the  average  effective  buying  income  per  household, 
which  was  the  most  highly  correlated  variable  in  the  preceding  three  models,  does  not 
appear  in  Model  IV.  The  fact  that  wine  is  significantly  less  expensive  than  distilled 
spirits,  coupled  with  merchandising  effectiveness,  presentability  and  availability  of  these 
goods  in  states  with  privately-owned  retailing  would  tend  to  override  some  other  factors 
influencing  sales.  This  would  explain,  to  some  degree,  why  net  effective  buying  income 
and  proportion  of  people  with  income  less  that  $5,000  did  not  appear  here,  as  they 
did  in  Model  II  (Wine  Per  Capita  Sales  for  the  United  States). 
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FIGURE  7 
MODEL  IV 


WINE  PER  CAPITA  SALES  FOR  STATES  WITH  PRIVATELY  OWNED  RETAILING 
(Excluding  Nevada,  Alaska,  Hawaii  and  Washington,  D.C.) 
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WHERE: 

A 

Y = Proiected  (estimated)  wine  per  capita  Sales. 

Xg  = Proportion  Urban  Population 
Xy  = Sales  Activity  Index 
Xg  = Quality  Index 
Xg  = Buying  Power  Index 

Xn=  Proportion  of  People  Greater  than  18  years  of  Age 

X13=  Proportion  of  Households  with  Income  Greater  than  $15,000 


X^4=  Number  of  People  per  License 


and  the  B^'s  are  the  regression  coefficients  stated  above  with  BQ  equalling 
the  intercept  of  the  hyperplane. 
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TABLE  20 
MODEL  IV 


PROJECTED  vs.  ACTUAL  DISTILLED  WINE  PER  CAPITA  SALES 
FOR  STATES  WITH  PRIVATELY-OWNED  RETAILING 


(Excluding  Nevada,  Alaska,  Hawaii  and  Washington,  D C.) 


ACTUAL 

PROJECTED** 

STATE 

PER  CAPITA 

PER  CAPITA 

NO. 

STATE 

SALES 

SALES 

RESIDUAL 

1 

Arizona 

1,595 

1.424 

0.171 

2 

Arkansas 

0.624 

0,570 

0.054 

3 

California 

3.156 

2,259 

0.897 

4 

Colorado 

1.722 

1 434 

0 288 

5 

Connecticut 

1.690 

1.395 

0,295 

6 

^Delaware 

1 .075 

1.300 

-0  225 

7 

Florida 

1.564 

1.478 

0,087 

8 

Georgia 

0.562 

0.495 

0.066 

9 

Illinois 

1.452 

1.786 

-0.334 

10 

Indiana 

0.605 

1.002 

-0.397 

11 

Kansas 

0.478 

0.914 

-0.436 

12 

Kentucky 

0.458 

0.761 

-0.303 

13 

Louisiana 

1.471 

1.432 

0.038 

14 

*Maryland 

1.293 

1.237 

0.056 

15 

Massachusetts 

1.737 

1,710 

0 027 

16 

Michigan 

1.259 

1.487 

-0.228 

17 

Minnesota 

0.911 

0.968 

-0,057 

18 

Mississippi 

0.458 

0.518 

-0,061 

19 

Missouri 

0.863 

1.1 18 

-0.255 

20 

Nebraska 

0.739 

0.661 

0.078 

21 

*New  Jersey 

1.949 

2.142 

-0.192 

22 

New  Mexico 

1.701 

1.442 

0,259 

23 

*New  York 

2.088 

2.294 

-0.205 

24 

North  Dakota 

0.563 

0.433 

0.130 

25 

Oklahoma 

0.803 

0.749 

0.054 

41 

***Pennsylvania 

1.018 

1 .686 

-0.668 

26 

Rhode  Island 

2.134 

1.904 

0.230 

27 

South  Carolina 

0.861 

0.635 

0.226 

28 

South  Dakota 

0.722 

0.320 

0.402 

29 

Tennessee 

0.481 

0 335 

0.146 

30 

Texas 

0.867 

1.554 

-0.686 

31 

Wisconsin 

1.125 

1.259 

-0.134 

32 

Wyoming 

0.822 

0.813 

0.009 

States  bordering  Pennsylvania 

These  are  the  expected  values,  and  as  such,  there  is  a 50%  probability  of  being  either 
above  or  below  the  state  values. 

* Projected  as  if  privately-owned  retailing  existed. 
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FIGURE  8 
MODEL  IV 


Projected  vs.  actual  wine  per  capita  sales 

FOR  STATES  WITH  PRIVATELY  OWNED  RETAILING 
(Excluding  Nevada,  Alaska,  Hawaii  and  Washington,  D.C.) 


3P‘ 


O = States  bordering  Pennsylvania 
A = Pennsylvania 
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NOTE:  Refer  to  Table  20  for  state  names  associated  with  numbers 
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Although  the  quality  index  does  not  appear  in  Model  IV,  the  sales  activity 
index  and  the  buying  power  index  do  appear.  As  was  mentioned  in  a previous  section, 
since  the  quality  index  is  directly  related  to  the  buying  power  index,  its  appearance 
in  Model  IV  and  not  in  Model  II  is  understandable. 

Variables  13  and  14,  namely  proportion  of  households  with  income  greater 
than  $15,000  and  the  number  of  people  per  license, appear  in  both  the  wine  sales  models. 

However,  it  is  interesting  to  note  that  the  proportion  of  households  with 
incomes  greater  than  $5,000  is  now  directly  correlated  with  sales  as  opposed  to  Model  II 
where  it  was  inversely,  or  negatively,  related  to  sales. 

It  is  also  interesting  to  note  the  age  group  correlated  with  wine  sales  has  changed 
from  the  25-49  age  bracket  appearing  in  Model  II  to  people  18  years  old  and  above. 
Wine,  therefore,  seems  to  appeal  to  a much  broader  cross  section  of  the  population  than 
spirits. 


The  reason  for  this  situation  is  again  related  to  the  merchandising  effectiveness 
and  presentability  and  availability  of  the  goods.  This  has  produced  an  increased  awareness 
of  wine  and  created  an  expanded  potential  market  for  wine  products. 

E.  Conclusions 


The  results  of  the  preceding  statistical  analyses  show  that  there  would  have 
been  a significant  increase  in  both  distilled  spirits  and  wine  per  capita  sales  if  Pennsylvania 
had  switched  to  a privately-owned  retailing  system. 

However,  as  was  emphasized  in  the  previous  sections,  these  increases  can  be 
segmented;  with  the  major  portion  of  this  increase  not  directly  a result  of  switching 
to  privately-owned  retailing,  but  rather  a result  of  Pennsylvania's  both  achieving  its 
demographic  potential  and  recapturing  the  segment  of  its  market  loss  to  bordering  states. 
Assuming  no  additional  realization  of  demographic  potential  and  partial  inability  to 
recapture  the  lost  market,  changing  from  state  to  privately-owned  retailing  will  increase 
overall  distilled  spirits  and  wine  sales  by  12.31  and  5.50%,  respectively. 
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Tables  21  and  22  show  the  statistical  confidence  intervals  for  various  percentage 
increases  in  distilled  spirits  and  wine  sales  assuming  that  the  State  of  Pennsylvania  does 
achieve  its  expected  potential  in  the  above  mentioned  areas.  The  interpretation  of 
Table  21  (Page  117),  Projection  of  Total  Sales,  in  terms  of  distilled  spirits  is  that 
statistically: 

1.  There  is,  on  the  average,  a 99%  chance  of  the  increase  being  between  25.99  and 
59.83%. 

2.  There  is,  on  the  average,  a 95%  chance  of  the  increase  being  between  30.38  and 
55.44%. 

3.  There  is,  on  the  average,  a 90%  chance  of  the  increase  being  between  32.47  and 
53.35%. 

Even  at  the  most  pessimistic  value,  the  lower  end  of  the  99%  confidence  interval, 
there  is  on  the  average,  an  expected  overall  increase  in  per  capita  distilled  spirit  sales 
of  25.99  percent.  The  wine  sales  figures  appearing  on  Table  21  can  be  interpreted  in 
like  manner,  as  can  the  data  appearing  on  Table  22. 

The  statistical  confidence  intervals  for  overall  sales  is  determined  by  weighing 
distilled  spirits  and  wine  sales  by  their  respective  percentages  of  dollar  revenue  (distilled 
spirits  is  84.33%  and  wines  is  15.67%).  The  probabilities  associated  with  these  intervals 
are  found  by  multiplying  the  probabilities  associated  with  each  one  separately.  Since 
distilled  spirits  and  wine  sales  are  not  independent,  the  probabilities  listed  are  slightly 
conservative. 
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STATISTICAL  CONFIDENCE  INTERVALS 
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STATISTICAL  CONFIDENCE  INTERVALS 
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Another,  and  possibly  more  informative  means  of  presenting  the  above 
information  is  illustrated  in  Figures  9 through  12.  These  graphs  show  the  probability 
that,  on  the  average,  various  percentage  increases  of  both  distilled  spirits  and  wine  per 
capita  sales  will  be  exceeded. 

Using  Figure  9 (page  120)  as  an  example  for  interpretive  purposes,  there  is 
a 99%  chance  of,  on  the  average,  increasing  overall  per  capita  distilled  spirits  sales  by 
27.80%;  with  a 50%  chance,  or  even  odds,  of  achieving,  on  the  average,  a 42.91%  increase. 
Finally,  at  the  extreme,  we  have  only  a 1%,  or  1 in  100  "statistical”  chance  of,  on 
the  average,  increasing  overall  sales  by  58.03%. 

The  interpretation  of  Figures  10  through  12  (pages  121  to  123)  follow  the  same 
rationale.  Figures  9 and  10  show  a 95%  probability,  on  the  average,  of  exceeding  a 
32.47%  increase  in  distilled  spirits  per  capita  sales  and  a 32.22%  increase  in  wine  per 
capita  sales.  This  yields  a 90%  probability,  on  the  average,  of  at  least  an  overall  increase 
in  sales  of  32.43%. 

However,  the  32.43%  increase  can  be  partitioned  into  two  segments: 

1.  The  first  segment  is  that  portion  of  increase  attributable  to  achieving  demographic 
potential  without  switching  to  privately-owned  retailing.  This  comes  about,  as 
mentioned  previously,  from  a long  tradition  of  controlling  and  hampering  sales  of 
alcoholic  beverages,  high  prices  relative  to  neighboring  states,  peculiarities  in  the 
demographic  composition  of  Pennsylvania  which  are  not  quantifiable,  such  as  long 
standing  traditions  of  the  population,  religious  sects,  etc.,  and  to  the  recapturing 
of  that  segment  of  the  market  lost  to  bordering  states. 

2.  The  second  segment  is  that  portion  of  the  increase  directly  connected  with  switching 
to  privately-owned  retailing  and  the  corresponding  merchandising  practices. 
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FIGURE  9 


PROBABILITY,  ON  THE  AVERAGE,  OF  EXCEEDING  VARIOUS  PERCENT  INCREASES  IN 

PER  CAPITA  SALES 

(Overall  Sales  of  Distilled  Spirits) 
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PROBABILITY 


FIGURE  10 


PROBABILITY,  ON  THE  AVERAGE,  OF  EXCEEDING  VARIOUS  PERCENT  INCREASES  IN 

PER  CAPITA  SALES 
(Overall  Sales  of  Wine) 
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FIGURE  11 


PROBABILITY,  ON  THE  AVERAGE,  OF  EXCEEDING  VARIOUS  PERCENT  INCREASES  IN 

PER  CAPITA  SALES 

(Off-premise  Sales  of  Distilled  Spirits) 
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FIGURE  12 


PROBABILITY,  ON  THE  AVERAGE,  OF  EXCEEDING  VARIOUS  PERCENT  INCREASES  IN 

PER  CAPITA  SALES 
(Off-premise  Sales  of  Wine) 
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A diagramatic  representation  of  the  above  segmentation  is  represented  below: 


Total 


Market  loss  to 
bordering  states 
and  demographic 
underachievement 


Switching  to 
privately-owned 
retailing 
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31.23 

1 1.24 

17.1 1 
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individual 
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by  thei 

respective  proportion  of  dollar  sales. 


In  view  of  the  fact  that  the  State  is  not  achieving  demographic  potential  and 
is  losing  a portion  of  its  market  to  neighboring  states,  it  is  necessary  to  interpret  and 
temper  the  results  of  our  regression  models. 

That  is  to  say,  that  of  the  32.47%  increase  in  distilled  spirits  and  32.22%  increase 
in  wine,  only  12.31%  and  5.50%  of  the  distilled  spirit  and  wine  increases,  respectively, 
are  directly  related  to  the  State  switching  to  a privately-owned  retailing  system. 

Therefore,  the  expected  increase  solely  resulting  from  switching  to 
privately-owned  retailing,  assuming  all  other  factors  remain  unchanged,  should  be  1 1.24%. 
The  major  assumption  implicit  in  this  figure  is  that  no  other  changes  will  accompany 
the  transfer  of  package  stores  to  private  ownership 

The  customer  orientation  and  wider  distribution  which  we  expect  will  take 
place  with  privately-owned  retailing  should  offset  a portion  of  the  demographic 
underachievement  and  aid  in  recapturing  out-of-state  sales.  Conservatively,  this  percentage 
increase  could  be  changed  from  about  11%  to  about  20%. 
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On  the  other  hand,  should  new  private  retailers  be  more  passive  merchandisers, 
on  the  average,  or  should  deep  rooted  traditions  prove  unchangeable,  Pennsylvania  might 
achieve  an  increase  only  slightly  higher  than  the  1 1 24%  attributable  to  a privately-owned 
retailing  system. 

The  highest  degree  of  statistical  confidence,  quite  naturally,  is  associated  with 
achieving  an  1 1%  increase.  This  expected  increase  would  occur  in  addition  to  any  normal 
growth  pattern,  unless  a radical  change  took  place  in  the  market  place  or  the  key 
characteristics  of  Pennsylvania's  population  To  illustrate,  if  the  system  were  changed 
in  1974  and  there  had  already  been  a normal  growth  rate  for  1973  of  5%,  our  projected 
increase  would  apply  in  addition  to  the  original  base  and  the  5% 

For  this  study,  we  are  projecting  the  increases  on  the  basis  of  the  fiscal  year 
ended  June  1972 
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TABLE  23 


HATISTICAL  MEASURES  OF  THE  FIFTEEN  VARIABLES  USED  IN  THE  MODELLING  PROCESS 


UNITED  STATES 

(Excluding  Nevada,  New  Hampshire,  Alaska,  Hawaii  and  Washington,  D.C.) 
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MEAN 

STD. DEV. 

STD. ERROR 

MAXIMUM 
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1 
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2 
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3 
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STATES  WITH  PRIVATELY  OWNED  RETAILING 
(Excluding  Nevada,  Alaska,  Hawaii  and  Washington,  D.C.) 
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SECTION  XI 


SOURCES  OF  DATA 


SOURCES  OF  DATA 


Accounting  Research  Corporation 
American  Business  Mens  Research  Foundation 
American  Wine  Assocation 
Commonwealth  of  Pennsylvania 
Commerce  Clearing  House 

Delaware  Alcoholic  Beverage  Control  Commission 
Distilled  Spirits  Institute 
Gavin-Jobson  Associates,  Inc. 

Licensed  Beverage  Industries 

Maryland  Alcoholic  Beverage  Control 

Maryland  Liquor  Store  Assocation 

Michigan  Alcoholic  Beverages  Division 

National  Alcoholic  Beverage  Control  Association 

National  Conference  of  State  Liquor  Administrators 

National  Retail  Package  Stores  Association 

New  Jersey  Alcoholic  Beverage  Control 

New  Jersey  Liquor  Store  Assocation 

New  York  State  Tax  Bureau 

Newsweek  Marketing  Department 

Pennsylvania  Liquor  Control  Board 

Robert  Morris  Associates 

Sales  Management  Survey  of  Buying  Power 

Temple  University-Department  of  Statistics 

The  Beverage  Journal,  Inc. 


Time  Magazine  Marketing  Department 

University  of  Pennsylvania-Department  of  Statistics  and  Operations  Research 
W.  R.  Simmons  Syndicated  Studies 
Wine  Institute 

Wines  and  Spirits  Wholesalers  of  America 
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SECTION  XII 


CORROBORATING  OPINIONS  ON  THE 
STATISTICAL  APPROACH 


UNIVERSITY  of  PENNSYL  VANIA 

PHILADELPHIA  191(H 


The  Wharton  School 


Department  of  Statistics 
and  Operations  Research 


April  3,  1973 


Laventhol  Krekstein  Horwath  & Horwath 

1845  Walnut  Street 

Philadelphia,  Pennsylvania  19103 

Gentlemen: 

I have  read  the  report  prepared  by  Dr.  Steven  R.  Dzubow  concerning 
the  change  in  the  Pennsylvania  state  system  for  the  sale  of  alcoholic 
beverages.  I have  discussed  the  report  with  Dr.  Dzubow  and  suggested 
revisions  in  several  places.  These  revisions  are  revisions  in  wording 
and  not  in  the  statistical  methodology  used  in  the  report.  The  statistical 
methods  used  in  the  report  are  properly  executed  and  in  accordance  with 
standard  accepted  statistical  practice.  Forecasting  is  at  best  a risky 
business  and  may  be  done  by  any  of  several  methods.  Regression,  the  method 
used  by  Dr.  Dzubow,  is  one  of  the  best.  On  the  basis  of  his  analysis,  there 
is  every  reason  to  believe  that  the  sale  of  alcoholic  beverages  in 
Pennsylvania  will  increase  if  retail  outlets  are  changed  from  controlled 
to  licensed  stores.  The  word  "increase"  in  the  previous  sentence  has  a 
rather  special  meaning.  Sales  of  alcoholic  beverages  are  closely  related 
to  consumers  disposable  income  and,  therefore,  can  be  expected  to  move 
roughly  with  the  business  cycle.  The  word  "increase"  means  that  Pennsylvania's 
per  capita  sales  of  alcoholic  beverages  can  be  expected  to  be  higher  under  a 
licensed  method  of  sales  than  under  a controlled  method  of  sales.  Dr.  Dzubow' s 
analysis  gives  some  of  the  reasons  for  this  expected  increase. 

If  I can  of  further  assistance,  please  let  me  know. 


Sincerely  yours. 


John  S.  de  Cani 
Professor  and  Chairman 


JSdeC: dba 
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TEMPLE  UNIVERSITY 


SCHOOL  OF  BUSINESS  ADMINISTRATION 


PHILADELPHIA,  PENNSYLVANIA  19122 


DEPARTMENT  OF  STATISTICS 


March  21,  1973 


Laventhol,  Krekstein,  Horwath  and  Horwath 

1845  Walnut  Street 

Philadelphia,  Pennsylvania  19103 

Gentlemen: 

As  requested,  I have  reviewed  the  mathematical  models  used  to  develop  the 
projections  of  increases  in  per  capita  consumption  of  distilled  spirits  and  wine 
based  upon  the  Commonwealth  of  Pennsylvania  switching  from  state  controlled  sales 
to  licensed  sales.  The  methods  used  to  develop  the  model  are  based  on  sound  statis- 
tical analysis  techniques  and  the  results  obtained  therefrom  should  be  reasonable 
based  on  the  probabilistic  nature  of  the  projecting  technique.  The  assumptions  on 
which  the  model  was  developed  and  the  research  techniques  used  in  collecting  the 
data  followed  good  statistical  practices. 

Thank  you  for  the  opportunity  of  reviewing  this  interesting  study. 


Sincerely  yours 


W.  C.  Stewart  Ph.D. 
Chairman  and  Professor 
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XIII.  Areas  for  Further  Study 


SECTION  XIII 

AREAS  FOR  FURTHER  STUDY 
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SECTION  XIII 


AREAS  FOR  FURTHER  STUDY 


This  study  concludes  with  the  recommendation  that  retail  package  stores  in 
Pennsylvania  be  converted  from  State-ownership  to  private-ownership,  and  that  wholesaling 
remain  under  State-ownership  and  operation.  In  the  implementation  of  this  recommendation, 
further  studies  will  be  needed  in  a number  of  areas.  These  areas  include: 

1.  Initial  licensing  procedures  to  establish: 

a.  bidding  for  package  store  franchises 

b.  licensee  qualifications 

c.  approval  of  relocation  requests 

d.  method  of  transferring  assets  and  operations 

e.  determination  of  maximum  number  of  licenses  to  be  allowed  to  individuals 
and/or  groups 

2.  Market  feasibility  to  evaluate  the  potential  of  existing  and  anticipated  locations 

3.  Design  and  implementation  of  measures  for  protecting  the  rights  of  present 
employees  as  to  tenure,  pension  and  opportunity  for  employment  and/or  investment 
in  package  store  ownership 

4.  Development  of  marketing  programs  to  determine  the  method  by  which  franchise 
sales  should  take  place  in  order  that  the  maximum  sales  price  could  be  obtained. 

5.  Regulation  of  the  industry  including: 

a.  establishment  of  minimum  and  maximum  prices 

b.  procedures  for  sale  to  on-premise  licensees 

c.  determination  of  days  and  hours  of  sales. 

6.  Development  of  suitable  bases  for  calculating  and  levying  fees  and  taxes  on  licensees 
and  on  sales  of  spirits  and  wines 
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7.  Revision  of  listings,  purchasing  procedures  and  regulations 

8.  Determination  of  annual  license  fees 

9.  Design  of  warehouse  operations 

10.  Revision  of  excise  tax 

This  list  is  not  intended  to  be  all-inclusive.  The  need  for  other  studies  may 
become  apparent  during  various  stages  of  decision-making,  implementation  and  operation. 


135 


WERT 

BOOKBINDING 

MIDDLETOWN  PA 
OCT.  82 


